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Mission statement 


S mission is 
cD I = provide 
deposit insurance and to 
contribute to the stability 

of the financial system in 
Canada in a professional and | 
innovative manner, meeting 
the highest standards of 
excellence, integrity and © 
achievement, for the benefit 
of depositors of member 
institutions while minimizing 
the Corporation’s exposure 
to loss. CDIC will provide 

an environment wherein 
employees are treated fairly 
and given opportunities and 
encouragement to develop 


their maximum potential. 


| dy ki Canada Deposit Société d’assurance-dépéts 
Insurance Corporation du Canada 


Ronald N. Robertson 


Chairman Président du 
of the Board conseil d’administration 


June 30, 2000 


The Honourable Paul Martin, P.C., M.P. 
Minister of Finance 

140 O’Connor Street 

LEsplanade Laurier 

East Tower, 21st Floor 

Ottawa, Ontario 

K1A 0G5 


Dear Minister: 
I have the honour to submit to you and the Secretary of State (International Financial 


Institutions) the Annual Report of the Canada Deposit Insurance Corporation for the year 
ended March 31, 2000. 


Yours sincerely, 


50 O'Connor Street 50, rue O’Connor 

17th Floor 17¢ étage 

P.O. Box 2340, StationD C.P. 2340, succursale D 
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Message from the Chairman 


With the start of the new millennium, the Canada Deposit 
Insurance Corporation (CDIC) finds itself at a turning point in its 
relatively young history. With no debt and the deficit eliminated, 
and with the strong performance of its member institutions, CDIC 
is now positioned to address the issues borne of rapid financial 
sector change. 


The accelerating pace of diversification and consolidation 

makes insuring the deposits of large-scale financial services organi- 
zations more demanding. Furthermore, intense competition for 
market share fueled by technological developments, is leading to 
the creation of increasingly complex financial products and services. 
CDIC must keep abreast of all these developments, both domestical- 
ly and internationally, bearing in mind the risks they can generate 
for depositors and the Corporation. CDIC must ensure that its risk 
assessment methodology and analysis keep pace with these and 
other emerging issues. CDIC has commenced work on enhancing its risk assessment and management 
processes, work that will continue through to 2001. 


This past year, the Corporation also began to address the federal government’s policy paper, Reforming 
Canada’s Financial Services Sector: A Framework for the Future. The paper contains a number of 
proposals affecting CDIC. One of these is that CDIC streamline its Standards of Sound Business and 
Financial Practices (CDIC Standards). The CDIC Standards were originally developed to respond to financial 
institution failures that occurred in the late 1980s. It was clear that some of these failures could be 
attributed principally to the management of those institutions failing to adequately identify and manage 
the institution’s risks. Recognizing the need to modernize the CDIC Standards in order to adapt to a 
changing financial environment, CDIC had already commenced a review of this fundamentally impor- 
tant risk assessment tool. CDIC has conducted an extensive review of the practices followed in various 
jurisdictions and by the industry. Currently, CDIC is consulting with members, regulators and others 
regarding the development of the CDIC Standards. It is expected that the modernized CDIC Standards 
will be in place early in 2001. | 


The proposed legislation for the financial services sector contains a number of new measures such as 
proposed changes in ownership rules, organizational structure and the competitive environment. CDIC is 
reviewing their possible long-term impact on the Corporation. 


Nineteen ninety-nine also marked the first year of the implementation of the differential premiums 
system. With this new classification system in place, our members saw a significant reduction in their 
premiums, in many cases by as much as 75 per cent. We believe that the aim of this system, which is to 
ensure that members exhibiting a lower risk profile be rewarded with a lower premium, is being 
achieved. 


Although it is difficult to know when an economic downturn or other important external event may 
occur, CDIC must nevertheless be prepared for any eventuality. This past year, CDIC continued to assure 
its readiness through preparatory work and contingency planning with regulators, supervisors and 
member institutions for the century rollover date. As we now know, the century slipped away without 
difficulty but we were able to confirm that our ongoing readiness plans are appropriate. 
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The CDIC membership declined from 113 on March 31, 1999 to 109 on March 31, 2000. This was due to 
a variety of factors that include consolidation within the financial services sector as well as institutions 
with no retail deposits now being permitted to opt out of deposit insurance. One of the objectives of the 
proposed legislation is to encourage new entrants in the sector. This initiative may result in an increase 
in membership. 


CDIC’s member institutions will continue to face increased pressure on asset growth and income margins 
from a number of sources. Competition for deposit and lending business in Canada extends beyond the 
banks and trust and loan companies. Credit Unions and Caisses Populaires (which are not members of 
CDIC) are a significant force, especially with regard to the taking of deposits. Moreover, niche players 
and other institutions such as independent security dealers, life insurance companies and money market 
funds, are providing growing competition to CDIC members. Increasingly, global financial conglomerates 
are emerging to provide a full range of services to customers across international borders. These trends 
and issues, and a rapidly changing financial environment, will continue to keep the Corporation’s work 
challenging yet unfailingly interesting. 


My association with CDIC has been a long one. As a Board member between 1988 and 1994, I was 
impressed by the performance of the Corporation and its employees and now, in my short time as 
Chairman, I see that the level of commitment and professionalism continues undiminished. CDIC employ- 
ees have embraced the new economic and financial environment and have enhanced their skills to adapt 
to it. It is particularly satisfying that CDIC is receiving increasing recognition internationally as a leader 
in the deposit insurance field. In this regard, I congratulate Jean Pierre Sabourin, President and Chief 
Executive Officer of CDIC, for having been appointed the chairman of the Financial Stability Forum’s 
international Working Group on Deposit Insurance. 


In acknowledgement of the employees’ contribution to the Corporation during the past fiscal year, the 
Board of Directors passed a resolution expressing its appreciation for their excellent and conscientious 
work. I extend my personal thanks to the senior management team for their assistance in making my 
transition as Chairman as seamless as possible. CDIC’s success would not have been possible without 
the members of the Board of Directors. The Corporation is the beneficiary of their constant dedication. 
Finally, | commend the work of my predecessor, Grant L. Reuber, who was instrumental in guiding CDIC 
through a crucial period in its evolution. It was while Mr. Reuber was Chairman that CDIC’s debt and 
deficit were eliminated and its premiums so significantly reduced. 


I am honoured as the new Chairman of CDIC to be given the opportunity to lead the Corporation in the 
fulfilment of its mandate. I look forward to working with the Board of Directors and employees as the 
Corporation moves forward in a dramatically changing financial environment. 


R. N. Robertson, Q.C. 


Message from the President and CEO 


The past twelve months have been satisfying ones for CDIC. 
The effects of a strong Canadian economy together with the 
Corporation’s achievements have placed CDIC in a sound financial 
condition and poised it to undertake a number of new challenges. 


Throughout 1999/2000 and for the first time since 1983, CDIC had 
neither a debt nor a deficit and had a modest year-end surplus of 
$184 million. This was due in large measure to the fact that again 
this year there were no member institution failures. This factor, 
combined with a decrease in the premiums assessed on member 
institutions resulted in a $409 million reduction in the Corporation’s 
net income. Furthermore, the Corporation’s provision for insurance 
losses remained at $400 million, the same level as for the past 
three years. 


The Corporation’s operating expenses were on budget for 1999/2000. 
The actual expenditures of $17.5 million were less than seven per 
cent over the previous year’s expenditures notwithstanding that significant resources were allocated to 
the modernization of the CDIC Standards of Sound Business and Financial Practices and preparations 
for the year 2000 rollover. 


1999/2000 Objectives 


The 1999/2000 year marked the beginning of new initiatives at CDIC and significant progress on 
work already underway. The Corporation established four objectives for the year and was successful in 
their pursuit. 


A first objective of the Corporation was to maintain a strong core capacity to minimize the cost of 
deposit insurance. Although our members have enjoyed record profits, unpredictable capital market 
volatility, movement in interest rates and other variables could wreak havoc at any time. Further, certain 
areas of the international financial services sector are still marked by some instability, which is expected 
to continue at least in the near term. Uncertainty creates inherent risks for CDIC members and indirectly 
for CDIC as the major insurer of deposits held at financial institutions in Canada. 


To face these challenges and pursue this objective, CDIC engaged in several new initiatives. Among them 
was the risk assessment methodology project. This project was commenced in 1999/2000 with a view 

to integrating emerging, economic, market and third-party issues into the risk assessment process. It is 
intended that the new risk assessment methodology provide a more focused approach to the assessment 
of both individual members and the CDIC membership as a whole. 


CDIC also undertook work on the review and modernization of the CDIC Standards. The proposed CDIC 
Standards will emphasize corporate governance and risk management processes. They will also reduce 
the reporting burden of members and mesh with the new examination process introduced by regulators, 
in particular, the Office of the Superintendent of Financial Institutions (OSFI). A consultation paper on 
the new CDIC Standards approach was distributed to the membership, their associations and other inter- 
ested stakeholders; the feedback received to date has been very positive. 


4 CDIC Annual Report 1999/2000 


In 1999 the Corporation worked with member institutions and others to ensure readiness for the year 
2000 transition and in connection with this developed appropriate contingency plans. The transition 
proved to be uneventful. 


A second objective of the Corporation was to maintain efficient, cost-effective operations. Within 

this objective were subsumed a number of activities, such as keeping up-to-date with and applying 
advances in technology. The Corporation also began developing a three-year internal information 
technology strategic plan. This, combined with the risk assessment methodology project, will assist the 
Corporation in assessing the impact of emerging issues and developments in technology on CDIC and 
its members. 


During the year, CDIC’s performance received close scrutiny from the Office of the Auditor General 
(OAG). Under the Financial Administration Act, the OAG is required to conduct a special examination of 
the Corporation every five years. Following its third special examination of CDIC, the OAG concluded in 
its report of December 1, 1999 that overall, CDIC is well managed and that there are no significant defi- 
ciencies in its operations. This is a very positive report. The OAG noted three areas for improvement: 
updating of CDIC Standards and related reporting process; improving the effectiveness of the exchange 
of information between CDIC and OSFI; and improving the effectiveness of communication with the 
public. The OAG report commented favourably on the action plans the Corporation had already under- 
taken to address these areas. 


With a view to implementing a new and more balanced approach in reporting its measurement of 
progress against objectives, CDIC created a performance management scorecard. For the first time the 
Annual Report sets out the Corporation’s scorecard and its assessment against objectives. Overall the 
ratings are good, indicating that projects are on schedule and within budget. 


The other two objectives for 1999/2000 consisted of keeping abreast of emerging issues and improving 
consumer information and liaison with stakeholders. The Corporation was involved in a number of initia- 
tives to address these two important objectives. One was the development of a formalized business risk 
management system intended to identify risks to the Corporation. To address consumer information as 
well as the issues raised by the special examination report, the Corporation began the preparation of a 
public awareness plan, which will be implemented in the fall of 2000. 


CDIC continued last year to work closely with OSFI and the Bank of Canada, and to liaise with other 
organizations to stay abreast of national and international issues. The Corporation has earned increasing 
recognition on the world stage as an expert in deposit insurance. CDIC’s knowledge and experience were 
again called on this year. Both directly and through the International Monetary Fund, the World Bank, 
and Canadian International Development Agency, among others, CDIC was approached to advise several 
countries on how they might establish or refine their deposit insurance systems. Additionally, CDIC 
received delegations from numerous countries interested in learning more about the Canadian deposit 
insurance model. 
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The Government of Canada has come to place a high priority on expanding international co-operation in 
addressing financial stability. Last year, the Financial Stability Forum (FSF) based in Basel, Switzerland, 
a forum convened by the G-7 finance ministers to promote international financial stability in the wake 
of the financial crisis that began in mid-1997, created a study group on deposit insurance. I was asked 
to chair the study group whose work led to the creation of a working group. I was asked by the FSF as 
well to chair the working group which will develop international guidance for deposit insurance. It is an 
honour for CDIC to participate in this important initiative since international collaboration is essential 
given today’s global economy. As Canada has one of the best financial systems in the world, CDIC 

can make a contribution to the enhancement of international financial stability with regard to deposit 
insurance issues. 


Looking Ahead 


Overall, 1999 was a very good year for CDIC member institutions. Their results for the first fiscal quarter 
of 2000 suggest that this year’s financial performance will also be strong. However, uncertainties remain. 
Can member institutions continue to enjoy this exceptionally long period of economic expansion? Will 
financial markets continue to be bullish? It is vitally important that the Corporation keep abreast of these 
matters as their impact could affect every aspect of its operations. 


The employees of CDIC have the talent and experience to keep the Corporation at the forefront of these 
issues and, when required, to bring creative solutions forward. I would like to express my appreciation 
to each of them for ensuring the success of the Corporation this past year, for their professionalism, and 
for their continued support and dedication. I would also like to thank the former Chairman, Grant L. 
Reuber, for his role in ensuring that the Corporation achieved its goals. I look forward to working with 
Ronald N. Robertson, Q.C., our new Chairman, whose previous association with CDIC will help us, 
together with the Board, accomplish our mandate in the future. The year ahead presents excellent 
opportunities for our organization to demonstrate its expertise and leadership at home and abroad as 
we address the deposit insurance issues arising within the financial services sector. 


J.P. Sabourin 
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Performance Against Objectives 


The business model identifies 
and maps the relationships 
between the various functional 
components that comprise CDIC, 
and presents in a new format, 
risks that it faces as a deposit 


To enhance organizational capacity to 


achieve our goals efficiently and 


effectively, we developed a new business 


model and planning and accountability 


framework. 


insurer. It is not an organi- 
zational chart: all the 
Corporation’s departments 
and employees participate in 


most of the functions shown. 


The planning and accountability 
framework shows how CDIC 
works to achieve its statutory 
requirements, and how those 
efforts are tracked, measured 
and reported. 
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BUSINESS MODEL 


CDIC Act, Public Policy Mandate, and Other Statutory Requirements 


we 


For the Benefit of Depositors: 


eg ...While Minimizing Exposure to Loss. 


Board of Directors == 


© Internal Control and Audit 


© Policy Development. Performance Measurement, 


(Research and Analysis) Management, and Reporting 
e By-law Review and Development 5 


e¢ Amendments to Legislation > 


¢ Failure Resolution (Intervention) e Risk Assessment e Depositor Education and 

e Asset and Liability Management e Risk Management Communications — Public 

¢ Payout Management e Member Compliance with Awareness 

¢ Treasury Legislation and By-laws e Return of Insured Deposits and 

¢ Liaison with Stakeholders e Liquidator and Agent Differential Premiums System 
Performance Measurement e Asset, Claims, and Litigation 
and Management Management Activities 


¢ Internal Competencies Risk ¢ Regulatory/Policy Risk ¢ Reputational Risk 
e Technology Risk 
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CDIC Act, Public Policy Mandate, and Other Statutory Requirements 


For the Benefit of Depositors: 


ntribute to the Sta 


Promote Stan 
of Sound Business and 
inancial Practice 


Provide Deposit 
Insurance 


the Financial Sys 


..-While Minimizing Exposure to Loss. 


Planning Accountability 


Annual Report Corporate Plan 


Mission, Vision, Values, and Strategy Statement 


Corporate Objectives and Supporting Initiatives Performance Management Scorecard 


Monthly Variance Reports, 
Forecasts, and Progress against 
Planned Initiatives 


Employee Performance Evaluation 


Performance Management Scorecard 1999/2000 


The performance management to illustrate, at a glance, how in the years to come. The 
scorecard is a key element of CDIC’s initiatives measured up following is our scorecard for 
CDIC’s new planning and in the pursuit of its objectives. 1999/2000. 

accountability framework. The scorecard will evolve as we 


The scorecard was adopted refine our measures and targets 
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CDIC Annual Report 1999/2000 


Corporate Management 


The Office of the Auditor 
General (OAG) also completed its 
third special examination of the 
Corporation. Its report noted 
that CDIC was well managed, 
and validated the direction we 
have taken to address new and 
emerging issues. 


Recommendations and 
Responses 


A consensus emerged with 
respect to CDIC in the govern- 
ment’s policy paper — Reforming 
Canada’s Financial Services 
Sector: A Framework for the 
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The past fiscal year was a pivotal one for 


CDIC. The federal government issued a 


policy paper proposing significant changes 


to Canada’s financial sector — changes 


that will encourage economic vitality and 


reshape the environment in which CDIC 


functions. 


Future — and the OAG’s special 
examination of CDIC. CDIC 
responded immediately to both, 
by commencing important 
initiatives to: 


e modernize CDIC’s Standards 
of Sound Business and 
Financial Practices; and 


e improve collaboration and 
information sharing between 
CDIC and the Office of the 
Superintendent of Financial 
Institutions (OSFI). 


Consultations with member 
institutions and industry author- 
ities on how to best update the 


CDIC Standards began in late 

summer. A full account of the 
steps taken is presented in the 
chapter on Insurance and Risk 
Assessment in this report. 


As well, CDIC engaged OSFI 

in renewed discussions on how 
to improve communication 
between the two organizations. 
Specific measures were agreed 
upon, and legislative amend- 
ments were proposed to put 
them in place. 


The government’s policy paper 
also called for measures to 
encourage competition within 
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Canada’s financial services 
sector, a development with 
longer-term implications for 
CDIC. The steps proposed 
included the establishment of 
holding companies for banks, the 
reduction in minimum capital 
required to start a deposit-taking 
institution, and a broadening of 
ownership criteria for banks. 
CDIC began to actively explore 
the potential consequences 

last year; much of this research 
is ongoing. 


Addressing Risks 


Last year, CDIC began to devel- 
op strategic plans to address its 
statutory mandate and maintain 
the Corporation’s long-term 
strength and vitality. We 
focussed on the risks we face 

as an organization — from the 
potential financial exposure that 
could result from member fail- 
ures in a period of economic 
decline to the possibility of 
depositors not having the 
coverage they anticipated as a 
result of inadequate knowledge 
of deposit insurance. 


CDIC also began to study 

the issue of creating a deposit 
insurance fund as part of the 
review of its financial risks. The 
questions under consideration 
are: what is the most cost- 
effective method of providing 
deposit insurance within CDIC’s 
mandate — to establish a deposit 
insurance fund or to continue 
with a provision and post- 
funding approach to cover 
future costs of member failures? 
Research in this area will 
continue throughout the year. 


Improving 
Communications 


The need to better inform the 
public about deposit insurance 
has long been acknowledged by 
CDIC, and was supported last 
year by the findings of the 
OAG’s special examination. 


The results of a consumer- 
awareness survey conducted 

in March 2000 further support 
the need to better inform con- 
sumers. Among its findings, the 
survey discovered that 62 per 
cent of respondents were unable 
to name a single insured finan- 
cial product without prompting. 
Fewer than one in five could say 
decisively that mutual funds are 
not insured by CDIC. Despite the 
lack of understanding among 
Canadians about deposit insur- 
ance, a large majority of those 
surveyed felt that such protec- 
tion is important and valuable. 


In preparing its plan to 

address the situation, CDIC has 
identified a variety of strategic 
approaches to increasing public 
awareness of deposit insurance 
and will rely on periodic surveys 
to measure their effectiveness. 
A comprehensive program will 
be brought to the Board for 

its approval at the end of 

May, 2000. 


During the 1999/2000 fiscal 
year, CDIC’s toll-free informa- 
tion service received over 14,000 
calls, fielding inquiries about 
specific financial institutions, 
the impact of the year 2000 
transition on deposits, raising 
the limit on insurable deposits, 
as well as requests to clarify 
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specific issues. Over 95 per cent 
of the people who responded to 
a mail-out survey conducted by 
CDIC rated the telephone service 
they received as very good or 
excellent. Traffic to our Web site 
increased to a total of 104,000 
unique visitors, with many 
coming from CDIC member sites. 
The CDIC Web site was tested 
with users in March 2000: 

most found it a good source 

of information that was easy to 
use — particularly the CDIC 
Challenge, an interactive quiz 
about deposit insurance. Some 
recommendations for improve- 
ment were made, and they will 
be implemented in tandem with 
the public awareness program. 


Harnessing Systems 


Information technology was a 
particular focus in 1999, given 
the impending calendar change 
to the year 2000. CDIC’s exten- 
sive efforts to prepare were 
entirely successful, and the date 
change had no impact on any 
of the Corporation’s information 
systems. 


Additionally last year, CDIC 
completed a major upgrade to 

its network, migrating its systems 
to an NT platform, which offers 
greater security and performance 
than the system previously in 
place. We also finished defining 
the requirements for an electronic 
document-management system 
and initiated the process towards 
implementing such a system. 


14 


Work on a long-term strategic 
plan for Information Technology 
began last year with the objec- 
tives of 1) ensuring that CDIC’s 
technology environment remains 
up-to-date; and 2) supporting 
the Corporation’s short- and 
long-term business require- 
ments. Intended to cover a 
three-year period, the plan 

will be updated annually to 

keep up with the rapid pace 

of technological change. 


Focussing on our 
Strengths 


Because the strength of CDIC as 
an organization rests to a large 
degree with the expertise and 
experience of its employees, 
human resources issues are 
paramount. In 1999/2000, we 


CDIC Annual 


began the development of a 
long-term strategic plan to 
identify the skills, knowledge 
and talents that will be required 
to pursue our objectives. The 
human resources strategy will 
be linked tightly to our focus 
on knowledge management, 
ensuring that our organizational 
expertise remains on the leading 
edge. CDIC also began to review 
its corporate compensation 
strategy to ensure that it main- 
tains a competitive position in 
the current labour market. 


Participating in the 
Community 


CDIC employees once again 
demonstrated their commitment 
to the community by participat- 
ing generously in the annual 
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United Way Campaign. Our 
Toronto office won a coveted 
Public Spirit Award, which is 
bestowed upon the public sector 
organization that contributes 
the highest per capita amount 
to the United Way Campaign. 
Throughout the year, many of 
our employees took an active 
role in their community, either 
donating their time or partici- 
pating in fund-raising events 
for charitable causes with CDIC 
support, including breast cancer 
research and help for underpri- 
vileged children. 
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Insurance and Risk Assessment 


We continued to monitor 

the progress of higher-risk 
institutions, and assessed and 
monitored new areas of risk. As 
of March 31, 2000, the insured 
deposits of higher-risk members 
represented less than half of one 
per cent of total insured deposits. 


Membership 
Performance 


The Canadian and U.S. economies 
enjoyed a strong year in 1999, 
fuelled by relatively low interest 
rates, healthy economic growth 
and buoyant financial markets. 
In this favourable environment, 
CDIC member institutions, and 
the Canadian financial sector 
generally, performed extremely 
well. As expected, CDIC member 
institutions made the transition 
to the year 2000 without major 
disruptions. 


MANAGING RISKS 


With the strong performance of member 


institutions throughout 1999 — and in 


the absence of failures — we focussed 


our expertise on fulfilling our corporate 


initiatives. 


Record Profits for Member 
Institutions 


The profits of CDIC member insti- 
tutions approached $10 billion 

in 1999, as shown in Figure 1. 
This record figure represents a 
28 per cent increase over 1998's 
level that was an anomaly in the 
string of record profits posted 
since 1995. The net income of 
our members was positively 
affected in 1999 by the level of 
activity in global capital mar- 
kets. 


Profits for all peer groups 
improved in 1999. Close to 

90 per cent of CDIC members 
posted increases. Only 12 mem- 
ber institutions reported losses 
compared to 14 members with 
losses in 1998. 


Strong Contribution from Other 
Income 


Last year, for the first time, 
other income earned by member 
institutions surpassed net inter- 
est income. This contributed 


FIGURE 1: 
NET INCOME OF CDIC MEMBERS* 
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“For members’ fiscal year end 


strongly to the record profits 
achieved and reflects the 
continued trend toward 
disintermediation. 


Other income rose by 24 per 
cent over the previous year, 
primarily due to a 125 per cent 
jump in trading income. Trading 
income, as shown in Figure 2, 
was the second largest source 
of other income last year, after 
commissions on securities and 
underwriting fees on new issues, 
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FIGURE 2: 
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COMPONENTS OF OTHER INCOME (1999)* 


Income from Securitization of Assets 3.9% 
Investment Management and Custodial Services Fees 12.9% 


Trading Income 22.3% 


Securities Commissions and Underwriting Fees 22.4% 


Other 13.1% 


Loan, Guarantee and Bankers’ Acceptances Fees 9.7% 
Credit and Debit Cards Fees 6.2% 


Service Charges 9.5% 


*For members’ 


all of which are closely related 
to the performance of capital 
markets. 


Income from asset securitization 
exceeded $1 billion in 1999, the 
product of member institutions’ 
increasing involvement in 
secondary markets. 


Another factor that boosted 
profits last year was the contin- 
ued improvement of efficiency 
ratios. The growth in total 
income of member institutions 
outpaced the increase in 
operating expenses, despite 
significant year 2000 related 
expenditures and restructuring 
costs incurred by a number of 
large member institutions. 


Interest margins continued to 
decline in 1999. This was a 

sign of increasing competition 
in the deposit-taking and 
lending business and of a 

shift in favour of lower-yielding 
but often less risky assets. Gross 
interest spreads for fiscal 1999 
amounted to 182 basis points of 
average assets, compared to 242 
basis points in fiscal 1995. 
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fiscal year end 


Stabilization of Total Assets 


The total assets of member insti- 
tutions appeared to level off at 
$1.4 trillion last year after five 
years of annual growth at rates 
exceeding 10 per cent. There 
was a noticeable shift towards 
securities as member institutions 
took advantage of strong 
financial markets. Members 
securitized close to $64 billion 
in assets, which represents an 
increase of 88 per cent over the 
previous year’s level of asset 
securitization. 


The assets securitized in 1999 
mostly consisted of conventional 
and insured residential mortgages, 


FIGURE 3: 
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commercial loans and credit- 
card loans. These securitizations 
reduced the overall growth of 
risk-weighted assets, thereby 
contributing positively to 
increasing institutions’ 
risk-based capital ratios. 


Totalling $840 billion, loans 
continue to be the largest asset 
category on the balance 

sheets of member institutions. 
Commercial loans, which 
include loans to individuals 

and corporations for business 
purposes, retreated slightly 

from 1998’s high level while 
mortgage loans continued to 
advance. For a breakdown of 
loan types, see Figure 3. Reverse 
repurchase agreements (reverse 
repos)! represented approximate- 
ly eight per cent of the total 
assets of member institutions 

at the end of fiscal 1999. 


Low Levels of Impaired Loans 


The vitality of the financial 
environment has kept the level 
of impaired loans very low. At 
the end of fiscal 1999, gross 
impaired loans represented 
approximately 1.1 per cent of 
all loans, as shown in Figure 4. 


ASSET MIX (1999) * 


Securities 21% 
Other 3% 


Derivatives Related Amounts 5% 
Cash 7% 


Other Assets 7% 


Reverse Repos 8% 


Mortgages 20% 
Consumer 10% 


Commercial 19% 


*As at members’ fiscal year end 


A repurchase agreement, or repo, is an agreement whereby an institution agrees to sell securities at a specified price and repurchase 


them on a specified date and at a specified price. The transaction is regarded as a liability for accounting purposes. A reverse repo is 
the opposite of a repo and involves the purchase and subsequent sale of a security. Reverse repos are treated as collateralized loans. 
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FIGURE 4: 
IMPAIRED LOANS TO TOTAL LOANS* 


Percent of Total Loans 


*As at members’ fiscal year end 


Allowances for loan losses, 
including general allowances, 
were sufficient to cover all 
impaired loans at year end. 
This was largely the result of 
significant increases in general 
allowances. 


By the close of fiscal 1999, the 
general allowances of member 
institutions totalled $6.5 billion, 
representing 46 basis points of 
total assets. Since 1997, a por- 
tion of the general allowances 
of federally incorporated mem- 
ber institutions has been allowed 


FIGURE 5: 


COMPARATIVE CAPITALIZATION * 


BIS (Percent) 


1998 


“As at members’ fiscal year end 


1999 


for inclusion as Tier 2 capital 
(to a maximum of 0.75 per cent 
of risk-weighted assets). 


Capitalization — as measured by 
the BIS risk-based capital ratio 
— continued to improve for 
every peer group during 1999, 
as shown in Figure 5. To a 
large degree, this was the result 
of strong profitability, capital 
increases and the reduced 
growth of assets on a risk- 
weighted basis. Average 
asset-to-capital leverage 

ratios also declined in 1999. 


(39 Domestic Banks 
cE Foreign Banks 
i | Trust & Loans 
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CDIC’s Standards of Sound 
Business and Financial 
Practices 


The Government of Canada’s 
policy paper, Reforming 
Canada’s Financial Services 
Sector: A Framework for the 
Future, called for a moderniza- 
tion of CDIC’s Standards of 
Sound Business and Financial 
Practices, which were estab- 
lished in 1993. 


Through consultations with 
many member institutions, 

their associations, regulators 
and others during the summer 
and fall of 1999, the Corporation 
drafted a modernized framework 
for the CDIC Standards. 


This was followed by the 
issuance of a consultation paper 
in January 2000. A framework 
for the updated CDIC Standards 
was proposed along with 
specific elements. A reporting 
program was also put forward. 
This program would: 


e eliminate the existing Self- 
Assessment and Reporting 
Program (SARP); 


e require annual representa- 
tions and board resolutions 
about members’ adherence 
to CDIC Standards; 


e provide for detailed reports 
on a one-to-five-year 
frequency (determined by 
each member’s categorization 
under CDIC’s Differential 
Premiums By-law); and 


e streamline the examiner/ 
regulator review. 


Information sessions were 

held with member institutions 
and will be an ongoing compo- 
nent of the modernization 
process. Extensive consultation 
on the draft CDIC Standards 
will continue throughout 2000. 
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FIGURE 6: 
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NUMBER OF TOTAL DEFICIENCIES BY STANDARD 
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For each of the last five years, 
member institutions have report- 
ed their adherence to the CDIC 
Standards through SARP. As 
shown in Figure 6, total defi- 
ciencies reported by the member 
institutions and identified by 
examiners and CDIC declined 
substantially in 1999 compared 
to previous years. Further, last 
year, member-identified 
deficiencies in meeting the CDIC 
Standards decreased by 53 per 
cent, from 186 to 87. Of those, 
12 per cent were carried over 
from 1998. Overall, 61 per cent 
of the reported deficiencies 
related to two specific CDIC 
Standards: Internal Control and 
Credit Risk Management. 


The Corporation continued 
throughout 1999/2000 to 
monitor adherence to the CDIC 
Standards, ensuring that out- 
standing deficiencies were 
addressed. Deficiencies identified 
by the examiners and CDIC 
accounted for 40 per cent of the 
total in 1999, 27 per cent in 
1998 and 33 per cent in 1997. 
In general, member institutions 
have addressed their deficiencies 
in a timely manner. 


Interest Rate 
Risk Management 


ee ee ee ee eee ee a nl 
Securities Portfolio 
Management 


Credit Risk 
Management 


Foreign Exchange 
Risk Management 


Differential Premiums By-law: 
The First Year 


Following extensive consulta- 
tions with member institutions 
and their associations, and with 
financial regulators in Canada 
and abroad, CDIC developed the 
Differential Premiums By-law, 
which came into force on 
March 31, 1999. 


The Differential Premiums By- 
law scores member institutions 
according to a variety of quanti- 
tative and qualitative criteria. 
Quantitative factors include 
capital adequacy, profitability, 
income volatility and asset 
concentration. As shown in 
Table 1, qualitative factors 
include the examiner’s rating 
and adherence to the CDIC 
Standards. 


Depending on their total score, 
member institutions are placed 
in one of four premium cate- 
gories: category 1 is the 
highest-rated (best); category 
4 is the lowest rated (worst). 


In 1999, for the first time, 
member institutions were 
required to file quantitative 
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Real Estate 
Appraisal 


Capital 
Management 


results by April 30. Recognizing 
that this was a transition period, 
CDIC increased the quantitative 
scores of all member institutions 
by 20 per cent. For 2000, the 
quantitative scores will be 
adjusted upward by 10 per cent, 
with no adjustment thereafter. 


The rate for category 4 was set 
at 50 per cent of the maximum 
premium rate of 1/3 of one per 
cent of insured deposits, or the 
same as category 3 for the first 
two years of implementation. 
Thereafter, the rate for category 
4 will be 100 per cent of the 
maximum allowed under the 
CDIC Act. 


For the 1999 premium year, 

as shown in Figure 7, 70 per 
cent of member institutions 
ranked in the highest premium 
category. Over 90 per cent were 
placed in categories 1 and 2. 
Consequently, most member 
institutions saw significant 
reductions in their premium 
rates in 1999 — by 75 per cent 
for those in category 1 and 

by 50 per cent for those in 
category 2. Member institutions 
in categories 3 and 4 continued 


Percentage of Member Institutions 


Insurance and Risk Assessment 


TABLE 1 


SUMMARY OF CRITERIA OR FACTORS, MEASURES AND SCORES 


Criteria or Factors 
e Measures 


Capital Quantitative: 


Maximum Score 


Capital Adequacy 20 
e Assets to Capital Multiple 
e Tier 1 Risk-Based Capital Ratio 
e Total Risk-Based Capital Ratio 
Other Quantitative: 
Profitability 
e Return on Risk-Weighted Assets 5 
e Mean Adjusted Net Income Volatility 5 
¢ Volatility Adjusted Net Income 5 
Efficiency 
e Efficiency Ratio 5 
Asset Quality 
e Net Impaired Assets (Plus Net Unrealized Losses 5 
on Securities) To Total Regulatory Capital 
Asset Concentration 
e Aggregate Counterparty Asset Concentration Ratio 5 
e Real Estate Asset Concentration Ratio é 
e Aggregate Industry Sector Asset Concentration Ratio 5 
Sub-total: Quantitative Score 60 
Qualitative: 
Examiner's Rating 25 
Standards Adherence 10 
Other Information 5 
Sub-total: Qualitative Score 40 
Total Score 100 
to pay 1/6 of one per cent 
FIGURE 7: of insured deposits (50 per cent 


MEMBER INSTITUTION 
DISTRIBUTION BY 
PREMIUM CATEGORY* 


1 2 3 
Premium Category 


“For Premium Year 1999 


of maximum rate). 


Reviewing the results of this 
first year of the by-law, CDIC 
also considered certain amend- 
ments put forward by member 
institutions, the Canadian 
Bankers Association and the 
Trust Companies Association of 
Canada. Although these pro- 
posed amendments pertained to 
both quantitative and qualitative 
components of the system, the 
more significant amendments 
related to the computation of 
certain quantitative measures. 
The amendments have been 
approved by CDIC’s Board of 
Directors and the Minister of 
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Finance and were implemented 
for the 2000 premium year. We 
expect, for the 2000 premium 
year, that the large majority 

of CDIC member institutions 
will be classified in categories 

1 and 2 for differential premium 
purposes. 


CDIC Developments 


Opting-out By-laws 


During the year, CDIC finalized 
and implemented the Opting-out 
By-laws. This legislation permits 
banks to accept deposits without 
being members of CDIC. It came 
into force on October 15, 1999 
and allows banks that primarily 
accept wholesale deposits 
(defined as $150,000 or more) to 
operate without deposit insur- 
ance. 


As of March 31, 2000, we have 
authorized two banks to opt out 
of CDIC membership: J.P. 
Morgan Canada and Rabobank 
Canada. The authorization 
automatically triggered the can- 
cellation of both banks’ policies 
of deposit insurance, bringing 
the total membership down to 
109, as shown in Figure 8. By 
the end of 1999/2000, six other 
member institutions had applied 
to opt out and were in the 
process of completing the 
requirements. 


Other By-law Developments 


The Deposit Insurance 
Information By-law was amended 
in 1999 to increase the number 
of locations where deposit regis- 
ters must be displayed and 
available to depositors. In 
1999/2000, over 160 new 
products were approved for 
inclusion on deposit registers 
and over 200 changes to exist- 
ing products were processed. 

As of January 31, 2000, 
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FIGURE 8: 
MEMBER INSTITUTIONS 
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50 [3] Domestic banks 
and subsidiaries 
[ Foreign bank 
40 subsidiaries 
Domestic trust 
and loan companies 
30 
20 
10 
' 1996 1997 I 1998 \ 1999 I 2000 
Total 118 110 112 113 109 


2,232 deposit products were 
approved for inclusion on 
deposit registers. 


Through a 1999 amendment to 
the CDIC Act, the Corporation 
can now make a by-law pre- 
scribing the amount and type 
of fee that must accompany 
applications for deposit insur- 
ance. CDIC is proposing a 
by-law that will require a 
non-refundable fee of $20,000 
for each application. 


Policy Development 


CDIC worked with the 
Department of Finance, the 
Office of the Superintendent of 
Financial Institutions (OSFI) and 
the Bank of Canada during the 
year on policy developments 
pertaining to financial sector 
legislative reforms. These 
reforms include broadening the 
rules of ownership, introducing 


a holding-company model for 
banks, revising entry requirements 
for new financial institutions, 
drafting consumer-protection 
legislation, and developing a 
new foreign bank regime for 
Canada. 


CDIC also participated in a joint 
working group of the Canadian 
Bankers Association and the 
federal government to develop 
a framework for regulations 
regarding the establishment 

of bank holding companies. 


CDIC co-operated with the 
International Monetary Fund 
(IMF) in its review of Canada 
under the Financial Sector 
Assessment Program. It also 
worked closely with the 
Organization for Economic 
Cooperation and Development 
(OECD) country review 

of Canada. 


International Assistance 


Given the key role of our 
President and CEO in the 
Financial Stability Forum’s 
Study Group on Deposit 
Insurance, CDIC conducted 
research and provided analytical 
support through various back- 
ground papers. 


CDIC, through the World Bank 
and the IMF, advised countries 
such as Ukraine and Kuwait on 
the implementation of deposit 
insurance schemes. 


In addition, CDIC provided 
training assistance to the 

South East Asian Central Bank 
Research Centre, the Asian 
Development Bank Institute and 
the Central Bank of Malaysia 
with respect to improving 
deposit insurance, financial 
system safety nets and 
supervisory practices. 


21 


Claims and Recoveries 


Research and Review 


During 1999, CDIC investigated 
emerging issues and risks that 
are likely to affect future pay- 


outs and liquidations in Canada. 


These include e-commerce, 
internet banking, new products 
and derivatives contracts. We 
also reviewed the processes for 
deposit insurance payments and 
claims-recovery processes used 
in jurisdictions outside Canada. 
Through these reviews, compar- 
ative performance measures 
were developed along with 
preparations for challenges that 
Canada may face in the future. 
Additionally, we helped other 
deposit insurers evaluate their 
readiness to deal with failures 
and manage interventions. 


PUTTING KNOWLEDGE AT 
Wine, Stel itCie Oe IDE POSIT Ounces 


When a member financial institution 


fails, CDIC protects insured depositors, 


maximizes recoveries in achieving an 


appropriate resolution, and provides 


information and leadership to ensure 


that effective and efficient practices are 


employed in the liquidation. 


Incentive Plans 


In May 1999, CDIC implemented 
incentive plans in the liquidation 
of eight failed member institu- 
tions to align the interests of the 
liquidator and CDIC in maximiz- 
ing recovery yields and reducing 
costs and risks. These plans 
make the remuneration of the 
liquidator dependent on agreed 
upon benchmarks, such as the 
amount and timing of realiza- 
tions or distributions. In this 
way, they distribute the risks 
and rewards, subject to windfall 
limits, of realizing on the assets 
and completing the liquidation 
of estates. 


Strengthening the 
Virtual Organization 


We have continued to emphasize 
the concept of CDIC as a “virtual 
organization” utilizing experi- 
enced external asset managers, 
lawyers, accountants and other 
professionals. This network of 
professionals provides asset- 
recovery, estate-administration, 
and consulting services. During 
the year, standby arrangements 
with various suppliers supported 
contingency planning related to 
year 2000 issues and contributed 
to maintaining our core compe- 
tencies and readiness for future 
interventions. 
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Knowledge Management 


CDIC is working continually to 
enhance processes for the bene- 
fit of depositors and achieve 
efficient resolutions of failed 
financial institutions by: 


e establishing and documenting 
practices for reporting and 
benchmarking liquidation 
planning and performance; 


¢ commencing development of 
standards for the manage- 
ment of estate-related legal 
and litigation activities; 


e updating our documentation 
of deposit payout systems 
and processes; and 


e introducing new methods 
of storing, accessing and 
transferring information. 


Recoveries in 
1999/2000 


As shown in Figure 9, over the 
course of the year CDIC recov- 
ered $117 million from failed 
member institutions, reducing 
outstanding claims and loans to 
$157 million. The major compo- 
nents of the recoveries were: 


e $72 million from asset real- 
izations in Adelaide Capital 


FIGURE 9: 
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Corporation (ACC). (ACC is a 
workout company that was 
created to liquidate the assets 
of Central Guaranty Trust not 
purchased by The Toronto- 
Dominion Bank in 1992. The 
success of ACC’s recoveries is 
due in part to an incentive 
plan, and also to strong real 
estate markets in certain 
parts of Canada.); 


e $24 million from the liquida- 
tion of Principal Savings and 
Trust Co. (This sum represents 
funds that were distributed as 
a result of a surplus available 
to creditors.); and 


e $8 million from the receiver- 
ship of CCB Mortgage 
Investment Corporation (CCB- 
MIC), which represents the 
final cash dividend following 
the successful disposition of 
the estate’s last asset. 


Cumulative Recoveries 
and Losses 


In many cases, CDIC and other 
creditors of failed financial 
institutions have suffered 
significant losses and have not 
received distributions on the 
full amount of principal, or 
compensation for the time value 
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of money. This is because total 
recoveries over the life of a liq- 
uidation depend significantly on 
the degree of capital impairment 
at the time of winding-up, the 
market for assets at the time of 
disposition, and the costs of the 
liquidation. 


More specifically, each liquida- 
tion has unique attributes that 
directly affect its ability to 
dispose of assets and manage 
costs. These include asset quality 
and portfolio composition by 
product and geographical disper- 
sion, market cycles in general 
and those specific to a product 
or region, the quality of the 
staff, management and systems 
in place at the failed financial 
institution at the time of failure, 
and the stewardship of the 
liquidation. Table 2 presents 
CDIC’s cumulative recoveries 
and projected losses in estates 
under administration. 


Future Recoveries 


CDIC projects further recoveries 
of approximately $210 million 
from the remaining $300 million 
in assets under administration. 
These will be achieved mainly 
over the next two years, with 
approximately 40 per cent 
expected to be recovered 

in the 2000 calendar year. 
Approximately $25 million is 
expected to be recovered in 
2002 or later. These projected 
cash flows exclude any recover- 
ies from third parties arising 
from litigation or inter-creditor 
disputes, and are prone to wide 
variations, as the remaining 
non-cash assets are largely 
sub-performing and non- 
performing, and often the 
subject of complex litigation 
and claims. 
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Assets Under (although it has the power to do — Court-appointed liquidator and 
Administration in Estates °° under its legislation, if so all estate creditors, CDIC strives 
: appointed by the Court). CDIC’s to maximize recovery. 
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CDIC does not, in practice, act from that of a liquidator and convert assets into cash and to 
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failed financial institutions nary creditor. In common with a More than 95 per cent of the 


TABLE 2 
CDIC’S CLAIMS, RECOVERIES, AND LOSSES ON FAILED MEMBER INSTITUTIONS 


Non-Cash Assets Liquidated as a Percentage of Total CDIC’s CDIC’s Recoveries CDIC’s Projected 
Non-Cash Assets (Method of Failure Resolution — Year of Failure) Total Claims to March 31, 2000 Loss and (Gains) as % of 
and Loans 
(S millions) (S millions) As % of Claims Claims and 
Total Expected and Loans and Loans — 
NPV! Basis 


Completed between April 1, 1999 and March 31, 2000 
CCB Mortgage Investment Corp. 


(Agency2/Receivership — 1985) 173 ii? 100% 5% 25% 
Dominion Trust Co. (Formal Liquidation - 1993) 431 360 100% 16% 20% 
Monarch Trust Co. (Formal Liquidation - 1994) 65 63 100% 4% 12% 


More than 99% of Non-Cash Assets Liquidated 
Bank of Credit and Commerce Canada 


(Formal Liquidation — 1991) 22 20 99% 10% 25% 
Crown Trust Co. (Agency2/Formal Liquidation - 1983) 930 935 99% (1%) 2% 
Fidelity Trust Company (Agency2/Formal Liquidation — 1983) 792 438 99% 45% 51% 
Greymac Mortgage Corp./Greymac Trust Co. 

(Agency2/Formal Liquidation — 1983) 414 208 99% 50% 63% 
Northland Bank (Formal Liquidation — 1985) 321 203 91% 30% 66% 
Principal Savings and Trust Co. 

(Formal Liquidation — 1987) 116 150 97% (33%) 17% 
Saskatchewan Trust Co. (Formal Liquidation - 1991) 64 56 98% 10% 19% 
Seaway Trust Co./Mortgage Corp. 

(Agency2/Formal Liquidation — 1983) 420 366 99% 13% 47% 
Between 95%-99% of Non-Cash Assets Liquidated 
Confederation Trust Co. (Formal Liquidation — 1994) 680 647 95% 0% 6% 
Income Trust Co. (Formal Liquidation - 1995) 193 174 98% 8% 19% 
Settlers Savings & Mortgage Corp. 

(Formal Liquidation — 1990) 84 66 99% 21% 26% 
Shoppers Trust Co. (Formal Liquidation — 1992) 492 454 96% 4% 16% 
Standard Loan Co./Standard Trust Co. 

(Formal Liquidation - 1991) sZt 1,102 98% 15% 31% 


Between 80%-95% of Non-Cash Assets Liquidated 
Adelaide Capital Corp.? 
(CGT/TD) (Management Agreement - 1992) 1,758 1,396 94% 7% 14% 
Less Than 80% of Non-Cash Assets Liquidated 
Security Home Mortgage Corp. (Formal Liquidation — 1996) 42 25 60% 2% 20% 


All cash flows are discounted on an annual basis using CDIC’s weighted average costs of funds. 


2 The estate was under an agency agreement prior to liquidation. The deposit amount (at the date of failure) represents the insured deposits 
and outstanding loans by CDIC. 


3 In Adelaide Capital Corp., the recovery amount excludes proceeds from a $500 million distress preferred share issue. 
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non-cash assets have been liqui- 
dated from all but two of the 
estates and workout companies 
under CDIC administration as 
shown in Table 2. Approx- 
imately 60 per cent of the 
remaining assets are cash and 
liquid investments being held in 
reserve for claims and litigation 
against the estates. These funds 
will be distributed to creditors 
once the claims and litigation 
issues have been resolved. The 
balance of assets, as shown in 
Figure 10, is primarily mortgages, 
unsecured notes, and assets that 
are difficult to liquidate. 


Approximately 65 per cent of 
the remaining non-cash assets 
are held by ACC. Since the 
beginning of 1993, ACC has 
generated $1,505 million, or 
approximately 94 per cent of its 
expected cash flows. Over the 
same period, CDIC has received 
$1,396 million from the liquida- 
tion of assets and a further 
$500 million as a result of 
ACC’s partial refinancing 


FIGURE 10: 
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through distress preferred shares. 
This refinancing, which matured 
in 1999, saved CDIC an estimat- 
ed $70 million in interest costs. 
Pursuant to existing agreements, 
CDIC funded the $500 million 
redemption of the shares when 
they matured. 


Winding up of 
Liquidations and 
Workout Companies 


As forecast, we concluded our 
involvement in three estates 
over the past year: CCB-MIC, 
Dominion Trust Co. and 
Monarch Trust Co. An additional 
four estates are expected to be 
completed during the next fiscal 
year. We actively review liquida- 
tors’ close-out plans to ensure 
that estates are discharged in a 
timely manner. When appropri- 
ate, we enter into agreements 
with liquidators to facilitate 
final distributions and estate 
completions earlier than would 
otherwise be possible. 
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Assets Subject to 
Deficiency Coverage 
Agreements 


Last year, CDIC paid $15 million 
in capital and income claims to 
The Toronto-Dominion Bank 
(TD) for assets guaranteed 
through Deficiency Coverage 
Agreements (DCAs). Since 1992, 
CDIC has paid $142 million in 
such claims to TD. Representing 
two per cent of the assets origi- 
nally covered under the DCAs, 
these payments fall within our 
provision for losses. All claims 
made under the DCAs are 
audited by an independent 
public accounting firm. Close 
monitoring of the agreements 
will continue in order to 
minimize our exposure. 


The DCAs were established in 
1992, when TD acquired approx- 
imately $9.8 billion in assets 
from the ailing Central Guaranty 
Trust. The acquisition avoided 
the costs associated with a 

$10 billion payout of insured 
deposits and the challenge of 
liquidating assets in a depressed 
real estate market. CDIC agreed 
to provide certain income and 
capital loss guarantees for the 
acquisition. Coverage is limited 
to $2.49 billion and TD will not 
call on the full amount. The DCAs 
expire on December 31, 2002. 


Initially, $7.1 billion in loans 
($2 billion commercial, 

$4.26 billion residential, and 
$0.84 billion personal) was 
covered. This balance has been 
reduced by $6.55 billion through 
normal paydown, TD’s renewal 
of loans at its own risk, the 


Claims and Recoveries 25 


FIGURE 11: 
ASSETS UNDER TD DEFICIENCY COVERAGE AGREEMENTS 


5000 [Wj Residential Mortgages 
ia [9 Commercial 
Personal 
3000 
2000 
$ 1000 
= 
ww 


re-financing of loans by other 
institutions, and TD’s disposal 
of some of the underlying 
assets. As shown in Figure 11, 
the $548 million balance in 
January 2000 comprises $270 
million in commercial loans, 
$247 million in residential 
mortgages and $31 million in 
personal loans. All of the 
remaining $548 million is 
eligible for DCA coverage. 


Claims and Litigation 
Issues 


In over half of the estates 
remaining under administration, 
the duration and complexity of 
litigation and claims issues are 
the major cause of delay in 
completing liquidations. 
Liquidators maintain substantial 
cash reserves because of the 
uncertainty about how these 
matters will be resolved. CDIC 
works with the liquidator to 
ensure that these issues are 


January 2000 


December 1992 


$7,104 $548 


well-managed and resolved 
expeditiously. 


CDIC’s interests in these matters 
stem from its exposure as a 
creditor and from its statutory 
objects, particularly the mini- 
mization of exposure to loss. 
Working with its business pro- 
fessionals and managers, CDIC 
in-house counsel, deals with 
these issues and manages the 
work and costs of law firms and 
other professionals engaged to 
advise the Corporation. 


In addition, CDIC continues to 
enhance its oversight of liquida- 
tors and outside legal counsel, 
engaged by them to: 


e promote effective and 
efficient management 
of estate legal activities; 


e assess, quickly and at 
minimum cost, the merits 
of continuing or terminating 
investigations and proceed- 
ings; and 


e provide appropriate early 
warning of circumstances that 
require CDIC intervention. 


Liquidators and their counsel 
are encouraged to provide 
progress reports on business 
and project plans, including 
budgets, milestones, and cost- 
benefit assessments - and to 
apply lessons learned from past 
insolvencies. As well, liquidators 
obtain CDIC’s concurrence 

prior to undertaking material 
transactions, compromising 
claims, commencing proceedings 
and seeking Court approval of 
professional fees and expendi- 
tures. This information is 
updated regularly to provide 

an effective framework for 
strategic management, estate 
governance, accountability 

and performance assessment. 
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Membership Profile 


The profile has been prepared 
from financial information sup- 
plied by the members through 
the Bank of Canada, the Office 
of the Superintendent of 
Financial Institutions and the 
Financial Services Commission 
of Ontario, and from financial 
information received directly by 
CDIC from provincial members. 
Every effort has been made to 
ensure the correctness of the 
compilation; however, because 
the financial information comes 
from varied sources, CDIC does 
not guarantee its accuracy. 


In providing such information, 
CDIC is limited by the availabili- 
ty of the financial information 
in a readily accessible format 


The following profile provides comparative 


information on CDIC’s membership 


for the last five years. The profile is 


not intended, in any way, to reflect or 


otherwise comment on risk to CDIC. 


and by confidentiality 
requirements. It should be 
noted that the financial infor- 
mation presents aggregates 
and averages. Within such 
aggregates and averages the 
financial information for indi- 
vidual members can vary 
significantly. In addition, 
off-balance sheet activities, 
including estate, trust and 
agency business, are not 
included. 


Based on the March 31, 2000 
CDIC membership, the financial 
information has been classified 
into three major peer groups: 
domestic banks and their 
subsidiaries, foreign bank 
subsidiaries and domestic trust 


and loan companies. These 
peer groups reflect different 
characteristics established 
by governing legislation and 
regulatory frameworks. 


The information compiled is 
presented as follows: 


1.0 Membership Information 


2.0 Summary Financial 
Information — Total CDIC 
membership 


3.0 Asset Size and Quality 
Measures 


4.0 Deposit Liabilities 
5.0 Capitalization Measures 


6.0 Income and Profitability 
Measures 


Note: In its five-year tables, CDIC re-states the peer group results of prior years to reflect the current year’s membership. Accordingly, the 
following tables exclude the financial information of institutions that were no longer members as at March 31, 2000. 


Membership Profile 


1.0 Membership Information 


1.1 CDIC Members as at March 31, 2000! 


Domestic Banks and Subsidiaries 


Bank of Montreal 

Bank of Montreal Mortgage Corporation 
Trust Company of Bank of Montreal (The) 
Bank of Nova Scotia (The) 

Bank of Nova Scotia Trust Company (The) 
Montreal Trust Company 

Montreal Trust Company of Canada 
National Trust Company 

Scotia Loan Company 

Scotia Mortgage Corporation 

Victoria and Grey Mortgage Corporation 
Canadian Imperial Bank of Commerce 
CIBC Mortgage Corporation 

CIBC Mortgages Inc. 

CIBC Trust Corporation 

Services Hypothécaires CIBC Inc. 
Canadian Western Bank 

Canadian Western Trust Company 
Citizens Bank of Canada 

Citizens Trust Company 

Laurentian Bank of Canada 

Laurentian Trust of Canada Inc. 

LBC Trust 

Sun Life Trust Company 

Manulife Bank of Canada 

National Bank of Canada 

General Trust of Canada 

Natcan Trust Company 

Royal Bank of Canada 

Connor Clark Private Trust Company 
Royal Bank Mortgage Corporation 
Royal Trust Company (The) 

Royal Trust Corporation of Canada 
Toronto-Dominion Bank (The) 

Canada Trust Company (The) 

Canada Trustco Mortgage Company 
First Nations Bank of Canada 

TD Mortgage Corporation 

TD Pacific Mortgage Corporation 

TD Trust Company 


Total: 40 


Domestic Trust and Loan 
Companies 


AGF Trust Company 
Civil Service Loan Corporation 
Clarica Trust Company 
Co-operative Trust Company of Canada 
Community Trust Company Ltd. 
Desjardins Trust Inc. 
Effort Trust Company (The) 
Equisure Trust Company 
Equitable Trust Company (The) 
Fortis Trust Corporation 
Home Trust Company 
Household Trust Company 
Investors Group Trust Co. Ltd. 
Trust Company of London Life (The) 
League Savings & Mortgage Company 
Maple Trust Company 
MCAP Inc. 
MD Private Trust Company 
M.R.S. Trust Company 
Pacific & Western Trust Corporation 
Peace Hills Trust Company 
Peoples Trust Company 
President's Choice Financial 

Trust Company 
Standard Life Trust Company 
Sun Life Financial Trust Inc. 
Trimark Trust 


Total: 26 
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Foreign Bank Subsidiaries 


ABN AMRO Bank Canada 

Amex Bank of Canada 

Banca Commerciale Italiana of Canada 

Bank of America Canada 

Bank of China (Canada) 

Bank of East Asia (Canada) (The) 

Bank of Tokyo-Mitsubishi (Canada) 

Bank One Canada 

Banque Nationale de Paris (Canada) 

Chase Manhattan Bank of Canada (The) 

Citibank Canada 

Comerica Bank — Canada 

Crédit Lyonnais Canada 

Credit Suisse First Boston Canada 

CTC Bank of Canada 

Dai-Ichi Kangyo Bank (Canada) 

Deutsche Bank Canada 

Dresdner Bank Canada 

Hanvit Bank Canada 

HSBC Bank Canada 

HSBC Mortgage Corporation (Canada) 

HSBC Trust Company (Canada) 

Industrial Bank of Japan (Canada) (The) 

ING Bank of Canada 

International Commercial Bank of Cathay 
(Canada) 

Korea Exchange Bank of Canada 

MBNA Canada Bank 

Mellon Bank Canada 

National Bank of Greece (Canada) 

Northern Trust Company, Canada (The) 

Paribas Bank of Canada 

Republic National Bank of New York 
(Canada) 

Sakura Bank (Canada) 

Sanwa Bank Canada 

Société Générale (Canada) 

State Bank of India (Canada) 

State Street Trust Company Canada 

Sumitomo Bank of Canada (The) 

Tokai Bank Canada 

Totta & Sottomayor Bank Canada 

UBS Bank (Canada) 

UBS Trust (Canada) 

United Overseas Bank (Canada) 


Total: 43 
TOTAL: 109 members 


1 Member institutions with common affiliation have been grouped together, starting with the member having the largest assets within the 


group, and then in alphabetical order. 
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1.2 Membership Changes: April 1, 1995 — March 31, 2000 


New Members 


May 2, 1995: 
December 13, 1995: 
May 22, 1996: 
December 4, 1996: 
December 4, 1996: 
January 22, 1997: 
September 10, 1997: 
September 10, 1997: 
October 24, 1997: 
May 21, 1998: 
December 2, 1998: 
December 2, 1998: 
December 2, 1998: 


State Street Trust Company Canada 
Trust Company of London Life (The) 
Swiss Bank Corporation Trust 

ING Trust Company of Canada 

First Nations Bank of Canada 
Citizens Trust Company 

MBNA Canada Bank 

Rabobank Canada 

Services Hypothécaires CIBC Inc. 
Comerica Bank - Canada 

CTC Bank of Canada 

MD Private Trust Company 
President's Choice Financial Trust Company 


Other Membership Changes 


April 6, 1995: 
June 13, 1995: 
July 24, 1995: 

October 25, 1995: 


October 27, 1995: 
November 1, 1995: 


February 13, 1996: 
March 28, 1996: 
April 1, 1996: 


April 23, 1996: 
May 22, 1996: 
June 4, 1996: 
August 31, 1996: 


October 30, 1996: 
October 31, 1996: 
November 1, 1996: 


November 1, 1996: 
December 30, 1996: 


December 31, 1996: 


U.S. Bank (Canada) ceased to accept deposits — policy cancelled. 
Morgan Bank of Canada changed its name to J.P. Morgan Canada. 
Bank of Boston Canada ceased to accept deposits — policy cancelled. 


Banca Nazionale del Lavoro of Canada amalgamated with First Canadian Loan Corporation and continued 
as First Canadian Loan Corporation. The assets of the continuing company were transferred to, and its 
liabilities were assumed by Bank of Montreal. 


Metropolitan Trust Company of Canada changed its name to Hongkong Bank Trust Company. 


Standard Chartered Bank of Canada amalgamated with TD Loan Corporation that in turn amalgamated with 
The Toronto-Dominion Bank — continuing as The Toronto-Dominion Bank. 


Settlers Savings and Mortgage Corporation ceased to accept deposits — policy cancelled. 
NBD Bank, Canada changed its name to First Chicago NBD Bank, Canada. 


Mitsubishi Bank of Canada amalgamated with The Bank of Tokyo Canada — continuing as 
Bank of Tokyo-Mitsubishi (Canada). 


Aetna Trust Company changed its name to Canadian Western Trust Company. 
North American Trust Company ceased to accept deposits — policy cancelled. 


Security Home Mortgage Corporation’s policy was terminated. A winding-up order was issued by the 
Alberta Court of Queen’s Bench on December 4, 1996. 


Barclays Bank of Canada amalgamated with Hongkong Bank of Canada — continuing as 
Hongkong Bank of Canada. 


Canadian Western Trust Company was continued as a federal trust company. 
Family Trust Corporation ceased to accept deposits — policy cancelled. 


Chemical Bank of Canada amalgamated with The Chase Manhattan Bank of Canada — continuing as 
The Chase Manhattan Bank of Canada. 


BLC Mortgage Corporation ceased to accept deposits — policy cancelled. 

Savings and Investment Trust amalgamated with Laurentian Trust of Canada Inc. — continuing as 
Laurentian Trust of Canada Inc. 

The Municipal Trust Company and The Municipal Savings & Loan Corporation ceased to accept deposits — 
policy cancelled. 


January 1, 1997: 


January 1, 1997: 
January 1, 1997: 
January 13, 1997: 
January 20, 1997: 
February 28, 1997: 
August 18, 1997: 
August 18, 1997: 
October 28, 1997: 


November 14, 1997: 
February 27, 1998: 
February 27, 1998: 

March 12, 1998: 
May 1, 1998: 


June 29, 1998: 


June 29, 1998: 
September 22, 1998: 
October 19, 1998: 
January 4, 1999: 
March 25, 1999: 


April 19, 1999: 
June 16, 1999: 
June 21, 1999: 
June 21, 1999: 
June 21, 1999: 
July 1, 1999: 
July 21, 1999: 
August 1, 1999: 
September 13, 1999: 
December 1, 1999: 
December 22, 1999: 


January 1, 2000: 
January 25, 2000: 


March 2, 2000: 


March 9, 2000: 


29 


Membership Profile 


Israel Discount Bank of Canada amalgamated with Republic National Bank of New York (Canada) — 
continuing as Republic National Bank of New York (Canada). 


Credit Suisse Canada changed its name to Credit Suisse First Boston Canada. 

First Line Trust Company changed its name to CIBC Mortgages Inc. 

Bayshore Trust Company changed its name to Trimark Trust. 

Citizens Trust Company was continued as a Schedule Il bank under the name Citizens Bank of Canada. 
Daiwa Bank Canada ceased to accept deposits — policy cancelled. 

ING Trust Company of Canada was continued as a Schedule Il bank under the name ING Bank of Canada. 
Merchant Private Trust Company changed its name to Connor Clark Private Trust Company. 


Bonaventure Trust Inc. was continued as a federal trust company under the name Bonaventure 
Trust Company of Canada. 


Laurentian Bank of Canada was continued as a Schedule | bank. 

Granville Savings and Mortgage Corporation ceased to accept deposits — policy cancelled. 
Bonaventure Trust Company of Canada changed its name to Standard Life Trust Company. 
National Trust Company was continued as a federal trust company. 


National Westminster Bank of Canada amalgamated with HongkongBank Loan Corporation that in turn 
amalgamated with Hongkong Bank of Canada — continuing as Hongkong Bank of Canada. 


Swiss Bank Corporation (Canada) amalgamated with Union Bank of Switzerland (Canada) — 
continuing as UBS Bank (Canada). 


Swiss Bank Corporation Trust changed its name to UBS Trust (Canada). 

Laurentian Bank Savings and Mortgage Corporation changed its name to LBC Trust. 
Banco Central Hispano-Canada ceased to accept deposits — policy cancelled. 

Hanil Bank Canada changed its name to Hanvit Bank Canada. 


London Trust & Savings Corporation was continued as a federal trust company under the name 
Maple Trust Company. 


Cho Hung Bank of Canada ceased to accept deposits — policy cancelled. 

Sottomayor Bank Canada changed its name to Totta & Sottomayor Bank Canada. 

Hongkong Bank of Canada changed its name to HSBC Bank Canada. 

HongkongBank Mortgage Corporation changed its name to HSBC Mortgage Corporation (Canada). 
Hongkong Bank Trust Company changed its name to HSBC Trust Company (Canada). 

Evangeline Trust Company changed its name to Equisure Trust Company. 

The Mutual Trust Company changed its name to Clarica Trust Company. 

Deutsche Bank Canada amalgamated with BT Bank of Canada - continuing as Deutsche Bank Canada. 
First Chicago NBD Bank, Canada changed its name to Bank One Canada. 

Fuji Bank Canada was continued as a federal trust company under the name ScotiaLoan Company. 


Sun Life Savings and Mortgage Corporation was authorized to carry on the activities of a trust company 
under the name Sun Life Financial Trust Inc. 


MTC Mortgage Investment Corporation changed its name to MCAP Inc. 

J.P. Morgan Canada’s application for authorization to accept deposits payable in Canada without being a 
CDIC member institution was approved — policy cancelled. 

Rabobank Canada’s application for authorization to accept deposits payable in Canada without being a 
CDIC member institution was approved — policy cancelled. 

Home Savings & Loan Corporation was continued as a federal trust company under the name 

Home Trust Company. 
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1.3 Regional Location of CDIC Members* 


As at March 31, 2000 Western Canada Ontario Quebec Eastern Canada Total 


Domestic banks and subsidiaries 5 2/7 8 40 
Foreign bank subsidiaries 5 33 5 43 
Domestic trust and loan companies 4 17 2 3 26 
Total 14 77 15 3 109 
* Based upon the location of the Chief Executive Officer 
2.0 Summary Financial Information — Total CDIC Membership 
2.1 Balance Sheet (S billions and percentage) 
As at members’ fiscal year end 1999 1998 1997 1996 1995 
° % S % S % S % S % 

Assets 
Cash resources 97.2 7 88.7 6 100.9 8 876 8 81.0709 
Securities 304.7... 22 268.6 19 220,06 lw, 2029" 19 180.1 19 
Loans 840.6 59 846.8 59 793 AROS 707.6 66 624.0 65 
Other assets 48. iz 222.9 416 154.2 eZ 80.1 7 Tek 7 
Total assets 1,417.3 100 1,427.0 100 1,269.3 100 1,078.2 100 963.8 100 
Liabilities 
Deposits 971.2 69 941.7 66 866.0 68 TI9.4 72 1389 7 
Other liabilities 375.0 26 420.6 29 346 Aaa ys, 248.3 23 177.0 18 
Total liabilities 1346.2 95 1,362.3 95 1,212.4 95 1,027.7 95 915.9 95 
Shareholders’ equity 7k 5 64.7 5 56.9 5 50.5 5 A799 5 
Total liabilities and 

shareholders’ equity 1,417.3 100 1,427.0 100 1,269.3 100 1,078.2 100 963.8 100 
2.2 Income Statement (S millions) 
For the members’ fiscal year ending in 1999 1998 1997 1996 1995 
Interest income 79,974 80,797 67,884 68,113 65,925 
Interest expense 54,089 55,665 43,575 44 032 43,768 
Net interest income 25,885 25,132 24,309 24,081 22,157 
Provision for impairment 3,338 2,965 2,298 2,30! 2,975 
Net interest income after provision 
for Impairment 22,547 22,167 22,051 21,744 19,182 
Other income 27,947 22,569 20,285 14,101 11,827 
Net interest income and other income 50,494 44,736 42,336 35,845 31,009 
Non-interest expenses 35,696 32,445 28,599 24,459 PA elas 
Net income before provision 
for income taxes 14,798 12,291 13,737 11,386 9,156 
Provision for income taxes 4,751 4 380 5,044 4 284 3,307 
Net income before 
non-controlling interest 10,047 7,911 8,693 7,102 5,849 
Non-controlling interest in net income of subsidiaries 150 191 179 124 78 


Net income 9,897 7,720 8,514 6,978 5,771 
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3.0 Asset Size And Quality Measures 
3.1 Total Assets (S billions and percentage) 


As at members’ 1999 1998 


fiscal year end S % S % 


Domestic banks 


and subsidiaries 1326.37 /-93.6 1,330.4 93.2 1,180.4 
Foreign bank 

subsidiaries 82.8 5.8 88.6 6.2 81.1 
Domestic trust 

and loan companies 8.2 0.6 8.0 0.6 78 
Total 1,417.3 100.0 1,427.0 100.0 1,269.3 
3.2 Impaired Loans to Total Assets (percentage) 
As at members’ fiscal year end 1999 1998 
Domestic banks and subsidiaries 0.6 0.6 
Foreign bank subsidiaries L1 lee 
Domestic trust and loan companies 0.5 0.6 

Impaired loans (gross) / total assets (gross) 
3.3 Impaired Loans to Total Loans (percentage) 
As at members’ fiscal year end 1999 1998 
Domestic banks and subsidiaries se ile 
Foreign bank subsidiaries 1.8 Zi 
Domestic trust and loan companies 0.7 0.9 
Impaired loans (gross) / total loans (gross) 

3.4 Impaired Loans Unprovided For (percentage) 
As at members’ fiscal year end 1999 1998 
Domestic banks and subsidiaries A Biel 8.1 
Foreign bank subsidiaries -2.0 18.9 
Domestic trust and loan companies -28.4 1.9 


1 - (Allowance for loan impairment / Impaired loans (gross)) 


3.5 Impaired Loans to Total Shareholders’ Equity (percentage) 


As at members’ fiscal year end 1999 1998 
Domestic banks and subsidiaries 24 -1.2 
Foreign bank subsidiaries 0.3 4.4 
Domestic trust and loan companies -1.7 0.1 


6.4 


0.6 
100.0 
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1996 1995 

% S % 

TOOL4 92:9" 896.07 93.0 

68.3 6.3 dhepe) © w dol 

8.5 0.8 8.9 0.9 

1,078.2 100.0 963.8 100.0 
LOOT 1996 1995 
0.7 1.0 1.6 
2 ig AN) 
0.8 10 1.8 
1997) 1996 1995 
ie 1.9 2.4 
2.0 3.0 4.6 
i 1.6 ZH 
1997 1996 1995 
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13.8 40.4 40.4 
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| 10.9 20.3 
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Impaired loans (net) / average shareholders’ equity 
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4.0 Deposit Liabilities 
4.1 Total Deposits (S billions and percentage) 


Report 1999/2000 


As at April 30 1999 1998 1997 1996 1995 

S % 5) % % S % S % 
Domestic banks and subsidiaries eres 193.3 926 733.3 928 656.7 923 6208 925 
Foreign bank subsidiaries 58.4 6.7 58.5 Oior O14 6.5 484 60-42 0 noe 
Domestic trust and loan companies 5.6 0.6 5.4 0.6 5.8 0.7 6.0 0.9 /.Gumlel 
Total 878.2 100.0 857.6 100.0 790.5 100.0 711.1 100.0 671.1 100.0 
4.2 Insured Deposits (S billions and percentage of total deposits) 
As at April 30 1999 1998 1997 1996 1995 

S % % S % % S % 
Domestic banks and subsidiaries eUee = sre 296.2 37.3 304.5 41.5. 3136 47.8 305.1 49.1 
Foreign bank subsidiaries S44. ies Hite aes! 73 a2 1:09 worl 1] Oaamlelss 
Domestic trust and loan companies 15 Boy ATOLL al 87.9 54 90.0 6.8 89.5 
Total 316.6 36.0 308.4 36.0 316.9 40.1 3268 46.0 319.5 47.6 
5.0 Capitalization Measures 
5.1 Capitalization (percentage) 
As at members’ fiscal year end 1999 1998 1997 1996 1995 
Domestic banks and subsidiaries 4.6 4.4 45 48 5.0 
Foreign bank subsidiaries 6.9 5.8 50 a ay) 
Domestic trust and loan companies 8.7 8.5 79 pe: 6 

Average shareholders’ equity / average assets 

5.2 BIS Risk-Based Capital (percentage) * 
As at members’ fiscal year end 1999 1998 1997 1996 1995 
Domestic banks and subsidiaries 15 10:7 10.1 9.2 9.8 
Foreign bank subsidiaries 13.0 10.9 10.6 10.6 10.2 
Federal trust and loan companies 23. 23.0 24.7 BSS) 206 


* 


adequacy requirements that are calculated under a different basis. 


BIS (Bank for International Settlements): The minimum requirement is 8.0%. Provincial trust and loan companies have to meet capital 


Membership Profile 


6.0 Income and Profitability Measures 


6.1 Net Income (S millions) 


For the members’ fiscal year ending in 1999 
Domestic banks and subsidiaries 9,510 
Foreign bank subsidiaries 305 
Domestic trust and loan companies 82 
Total 9,897 


6.2 Interest Spread (percentage) 


For the members’ fiscal year ending in 1999 
Domestic banks and subsidiaries 1.8 
Foreign bank subsidiaries i 
Domestic trust and loan companies Va 


Interest spread: (interest income - interest expense) / average assets 


6.3 Other Income (percentage) 


For the members’ fiscal year ending in 1999 


Domestic banks and subsidiaries 2.0 
Foreign bank subsidiaries 1.9 
Domestic trust and loan companies 2.4 


Other income: other income / average assets 


6.4 Non-Interest Expenses (percentage) 


For the members’ fiscal year ending in 1999 
Domestic banks and subsidiaries 3.1 
Foreign bank subsidiaries 32 
Domestic trust and loan companies 35 


Non-interest expenses: (non-interest expenses + provision for income taxes + minority interest in subsidiaries + 


provision for impairment) / average assets 


6.5 Return on Average Assets (percentage) 


For the members’ fiscal year ending in 1999 
Domestic banks and subsidiaries 0.7 
Foreign bank subsidiaries 0.4 
Domestic trust and loan companies 1.0 


Return on Average Assets: net income / average assets 


33 
1998 1oo7 1996 Pee) 
7,421 8,084 6,600 5,462 
218 355 310 209 
8] 19 68 50 
7,720 8,514 6,978 5,771 
1998 1997 1996 1995 
io Za 2.4 2.4 
Vy iL Zl 7 
262 2.0 9 1.8 
1998 1997 1996 1995 
ted 1.7 1.4 i 
1.6 1.6 is 33 
20 250) ak 2.0 
1998 1997 1996 1099 
3.0 op! 3.1 Sul 
3.0 2.8 2.9 ZS) 
Be 3.6 a2 3.3 
1998 1997 1996 1995 
0.6 0.7 0.7 0.6 
0.3 0.5 Oe) 0.5 
1.0 0.9 0.8 0.5 
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6.6 Return on Average Equity (percentage) 


For the members’ fiscal year ending in 1999 1998 1997 1996 1995 


Domestic banks and subsidiaries 15.5 13.4 16.5 14.6 12.9 
Foreign bank subsidiaries 5) 45 8.6 8.9 8.4 
Domestic trust and loan companies 11.8 Wea 11.6 10.7 7.8 


Return on Average Equity: net income / average shareholders’ equity 


6.7 Efficiency (percentage) 


For the members’ fiscal year ending in 1999 1998 1997 1996 1995 
Domestic banks and subsidiaries 65.8 67.6 63.8 63.9 64.3 
Foreign bank subsidiaries 74.4 74.4 LOLS 68.4 67.0 
Domestic trust and loan companies 63.6 66.3 63.2 62.8 61.2 


Efficiency: non-interest expenses / (net interest income + non-interest income) 
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Cash and Short-Term Investments 


The balance of cash and short-term investments 


decreased by $691.9 million since March 31, 1999. 


During the year, the Corporation changed its 
investing strategy to longer-term investments. 
The sources and uses of cash are described fully 
in the Statement of Cash Flows. 


Investments 


Total investments as at March 31, 2000 stood 
at $445.6 million, reflecting the change in the 
investment strategy to longer-term investments. 
The Corporation maintains sufficient liquidity 
to honour its obligations (see Provision for 
Guarantees). 


Loans and Claims Receivable 


The balance of loans and claims receivable 
decreased $111.5 million since March 31, 1999. 
During the year, the Corporation had net 
recoveries of $117.4 million from failed member 
institutions. The allowance for loss on loans 

and claims receivable was reduced to $13 million 
compared to $26 million in 1998/1999. 


Provision for Guarantees 


The provision for guarantees as at March 31, 2000 
was $60 million, down $515 million from $575 mil- 
lion as at March 31, 1999. During 1999/2000, 

the Corporation was called upon to honour its 
$500 million in guarantees to the investors of 
distress preferred shares issued by Adelaide 
Capital Corporation. In addition, the Corporation 
paid some $15 million to the Toronto Dominion 
Bank under a deficiency coverage agreement. As 
mentioned in note 6 to the financial statements, 
outstanding guarantees will expire, on a dimin- 
ishing basis, by 2002. 


Provision for Insurance Losses 


No adjustments were made this year to the 
provision for insurance losses. It remained at 
$400 million as at March 31, 2000. The metho- 
dology used in determining the provision for 
insurance losses is consistent with last year. 


Operating Expenses 


Operating and intervention expenses for 
1999/2000 were on budget. The actual expendi- 
tures of $17.5 million were less than 7 per cent 
over 1998/1999’s actual expenditures even though 
significant resources were applied to the review of 
the Standards of Sound Business and Financial 
Practices. 
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Five-Year Financial and Statistical Summary (S millions unless otherwise indicated) 
For the years ending March 31 2000 1999 1998 1997 1996 
Insurance Program 
Surplus (deficit) 184 ey (539) (1,176) (1,301) 
Total insured deposits (S billions) Su 308 Sly 328 323 
Premiums 134 515 53h 546 538 
Assets and Liabilities 
Claims paid - - - 42 - 
Claims recovered 35 58 156 181 644 
Loans disbursed - - - iS 49 
Loans recovered 82 73 208 181 104 
Repayments of loans from the CRF - 395 460 Liz aes: 
Payment of guarantees Sb 29 82 67 342 
Operations 
Operating expenses ') 18 17. 20 Ly, 18 
Interest on loans from the CRF ~ 8 46 85 122 
Adjustment to allowance 

and provisions for loss (3) (11) (144) 334 (30) 
Member Institutions 
Number of federal institutions — banks 49 54 6 52 Ne) 
Number of federal institutions — 

trust and loan companies 50 47 45 44 43 
Number of provincial institutions 10 1s 52, 14 20 
Total number of institutions 109 113 112 110 118 
Number of insolvencies - - - i} - 
Employees 
Number of permanent employees (2) 86 83 80 Ti 86 
Other 
Average cost of funds - 7.0% 7.0% 6.5% 6.5% 
Average yield of cash and investments 5.7% 5.1% - - - 
Growth rate of insured deposits 2.7% (2.8%) (3.4%) 1.5% 5.1% 
Insured deposits as a percentage 

of total deposit liabilities 36.0% 35.9% 39.9% 45.7% 47.2% 


(1) Includes both operating and intervention expenses. 


(2) Represents the number of full-time, permanent employees at year-end. 


Vacant approved positions have not been included. 
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Management Responsibility 
for Financial Statements 


May 31, 2000 


The accompanying financial statements of the Canada Deposit Insurance Corporation and the 
information related to the financial statements in this Annual Report are the responsibility of 
management. The financial statements have been prepared in accordance with generally accept- 
ed accounting principles. The financial statements include some amounts, the most significant 
ones being the loans and claims receivable, the provision for guarantees and the provision for 


insurance losses, that are necessarily based on management’s best estimates and judgement. 


The financial statements have been approved by the Board of Directors. Financial information 
presented elsewhere in the Annual Report is consistent with that contained in the financial 


statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, man- 
agement maintains financial and management control systems and practices designed to provide 
reasonable assurance that transactions are duly authorized, assets are safeguarded and proper 
records are maintained in accordance with the Financial Administration Act and regulations as 
well as the Canada Deposit Insurance Corporation Act and by-laws of the Corporation. The 
system of internal control is augmented by internal audit, which conducts periodic reviews of 
different areas of the Corporation’s operations. In addition, the internal and external auditors 
have free access to the audit committee of the Board, which oversees management’s responsibili- 
ties for maintaining adequate control systems and the quality of financial reporting and which 
recommends the financial statements to the Board of Directors. 


These financial statements have been audited by the Corporation’s auditor, the Auditor General 
of Canada, and his report is included herein. 


Jean Pierre Sabourin 
President and Chief Executive Officer 


Bert C. Scheepers 
Vice-President, Finance and Administration 
and Chief Financial Officer 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 


To the Minister of Finance 


I have audited the balance sheet of the Canada Deposit Insurance Corporation as at March 31, 2000 and the 
statements of income and surplus and cash flows for the year then ended. These financial statements are 
the responsibility of the Corporation’s management. My responsibility is to express an opinion on these 
financial statements based on my audit. 


I conducted my audit in accordance with generally accepted auditing standards. Those standards require 
that I plan and perform an audit to obtain reasonable assurance whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement 


presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial position of the 
Corporation as at March 31, 2000 and the results of its operations and its cash flows for the year then ended 
in accordance with generally accepted accounting principles. As required by the Financial Administration 
Act, I report that, in my opinion, these principles have been applied on a basis consistent with that of the 


preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my audit of 
the financial statements have, in all significant respects, been in accordance with Part X of the Financial 
Administration Act and regulations, the Canada Deposit Insurance Corporation Act and the by-laws of the 


Corporation. 


euaiy Ulne : 


John Wiersema, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 1, 2000 
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Balance Sheet as at March 31 (in thousands of dollars) 


Note 2000 1999 
ASSETS 
Cash and short-term investments S $45,691 $737,566 
Investments 4 445,619 - 
Premiums and other accounts receivable 931 1,004 
Capital assets 630 898 
492 871 739,468 
Loans and claims receivable ey, 156,597 268,141 
$649,468 $1,007,609 
LIABILITIES 
Accounts payable $5,885 $5,694 
Provision for guarantees 6, 7 60,000 575,000 
Provision for insurance losses 7 400,000 400,000 
465,885 980,694 
SURPLUS 183,583 26,915 
$649,468 $1,007,609 
Approved by the Board: 
Director 


We t0— 


Director 


See accompanying notes. 
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Statement of Income and Surplus for the year ended March 31 (in thousands of dollars) 
Note 2000 1999 
REVENUE 
Premiums 10 $134,463 $515,040 
Interest on cash and investments S579 27,639 
Other revenue 3,166 35,825 
169,208 578,504 
EXPENSES 
Operating expenses 17,500 16,414 
Adjustment to allowance and provisions for loss j (2,927) (10,701) 
Recovery of amounts previously written off (2,033) (1322) 
Interest on loans from the Consolidated Revenue Fund - sya 
12,540 12,662 
Net Income 156,668 565,842 
Surplus (deficit), beginning of year 26,915 (538,927) 
Surplus, end of year $183,583 $26,915 


See accompanying notes. 
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Statement of Cash Flows for the year ended March 31 (in thousands of dollars) 


2000 1999 

OPERATING ACTIVITIES 
Net income $156,668 $565,842 
Non-cash items included in net income 

Accrued postliquidation interest (2,100) (26,000) 

Adjustment to allowance and provisions for loss (2,927) (10,701) 

Other 5/7 336 
Payment of guarantees (515,821) (28,526) 
Loans recovered 82,458 72,950 
Claims paid - (130) 
Claims recovered 34,934 57,882 
Decrease in working capital (3,049) (594) 
Cash flows from operating activities (249,260) 631,059 
INVESTING ACTIVITIES 
Purchase of securities and term deposits (net) (442,615) = 
Cash flows from investing activities (442,615) - 
FINANCING ACTIVITIES 
Repayments on loans from the Consolidated Revenue Fund - (395,000) 
Cash flows from financing activities - (395,000) 
CASH AND SHORT-TERM INVESTMENTS 
(Decrease) Increase during the year (691,875) 236,059 
Balance, beginning of year 737,566 501,507 
Balance, end of year $45,691 $737,566 


See accompanying notes. 
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Notes to Financial Statements 


March 31, 2000 


1. Authority and Objective 


The Corporation was established in 1967 by the Canada Deposit Insurance Corporation Act (the CDIC 
Act). It is a Crown corporation named in Part I of Schedule III to the Financial Administration Act and 
is funded by premiums assessed against its member institutions. 


The objects of the Corporation are to provide insurance against the loss of part or all of deposits in 
member institutions, to be instrumental in the promotion of standards of sound business and financial 
practices for member institutions, and to promote and otherwise contribute to the stability of the 
financial system in Canada. These objects are to be pursued for the benefit of depositors of member 
institutions and in such manner as will minimize the exposure of the Corporation to loss. 


The Corporation has the power to do all things necessary or incidental to the furtherance of its objects, 
including acquiring assets from, and providing guarantees or loans to member institutions and others. 
Among other things, it may make or cause to be made inspections of member institutions, make stan- 
dards of sound business and financial practices, and act as liquidator, receiver or inspector of a member 
institution or a subsidiary thereof. 


2. Significant Accounting Policies 


Basis of Preparation - These financial statements have been prepared in accordance with generally 
accepted accounting principles. These financial statements do not reflect the assets, liabilities or 
operations of failed member institutions in which the Corporation has intervened. 


Use of Estimates —- Financial statements prepared in accordance with generally accepted accounting 
principles necessarily include estimates and assumptions that affect the amounts reported in the financial 
statements and accompanying notes. The more significant areas requiring the use of estimates are: 

(i) the allowance for loss on loans and claims receivable, (ii) the provision for guarantees, and (iii) the 
provision for insurance losses. 


The Corporation reviews these estimates annually. Actual losses, in the near term, could differ 
significantly from those estimates depending upon certain events and uncertainties including: 


e The ability of the Corporation to recover its loans and claims receivable based on prevailing 
economic trends and expectations as to future developments. 


e The Corporation’s ability to recover its loans and claims receivable either by maximizing net 
recoveries from the sale of assets held by liquidators and agents, or through successful lawsuits 
as appropriate against relevant parties of failed member institutions. 


e The extent to which the Corporation will be called upon to honour guarantees provided to member 
institutions and others. 


e The timing and extent of losses the Corporation will incur as a result of future failures of member 
institutions. The provision for insurance losses is based upon an assessment of a wide variety of 
possible factors. These factors include historical experience, market perceptions, legal and regulatory 
developments, prevailing economic trends and forecasts, and accordingly involve considerable 
judgement. 


The risk of deviation from the Corporation’s estimates varies in proportion to the length of the estima- 
tion period and the potential volatility of the underlying assumptions. In the event that ultimate losses 
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vary from the current estimates, the Corporation can recommend to the Governor in Council that the 
annual premium charged to member institutions be increased or decreased, depending on the situation. 
Also, the Corporation has authority to borrow funds from the capital markets or from the Consolidated 
Revenue Fund, subject to ministerial approval. CDIC can borrow up to $6 billion or such greater amount 
as may be authorized by Parliament under an appropriation act. 


Cash and Short-Term Investments and Investments —- Short-term investments and investments, 
consisting of marketable securities and term deposits, are carried at cost as they are intended to be held 
to maturity. 


Loans Receivable - The Corporation may make loans to member institutions and others. The main 
purpose of providing these loans is to facilitate a resolution of the financial difficulties of member 
institutions. The terms and conditions attached to these loans provide for repayment of principal and 
interest. To the extent interest revenue is recorded in the accounts, it is included in other revenue. 


Claims Receivable —- Claims against member institutions arise from the subrogation of the rights and 
interests of depositors to the extent of the amount of the payment made by the Corporation to insured 
depositors. In addition, the Corporation asserts claims in respect of loans made to member institutions 
in liquidation. 


In certain situations, the Corporation may be entitled to a proportional share in amounts in excess of 
its claim (referred to as post-liquidation interest). Such situation arises when there are assets remaining 
in an estate after all claims have been paid. 


To the extent post-liquidation interest is recorded, it is included in other revenue. 


Allowance and Provisions for Loss — In its financial statements, the Corporation records the following 
allowance and provisions for loss: 


Allowance for Loss on Loans and Claims Receivable — The allowance for loss on loans and claims 
receivable reflects the Corporation’s best estimate of losses in respect of loans and claims receivable. 
The allowance is established by assessing the anticipated results of the asset disposition strategies 
and forecasted payments to creditors based on information received from the liquidators of failed 
member institutions and from other parties acting on behalf of the Corporation. 


Loans and claims receivable are written off against the allowance, in full or in part, when there is 
no reasonable expectation of realization. Any payments received on a loan or claim receivable are 
recorded first to recover amounts previously written-off before recognizing additional amounts as 
other revenue. 


Provision for Guarantees — In order to facilitate the resolution of financial difficulties of member 
institutions, the Corporation may provide guarantees. The provision for guarantees is determined 
by estimating the future cash payments required under these guarantees. 


Provision for Insurance Losses — The provision for insurance losses represents the Corporation’s best 
estimate of losses resulting from insuring deposits of member institutions. 


The provision is established by: (i) assessing the aggregate risk of member institutions based on the 
Corporation’s specific knowledge of its members, (ii) providing for the risk of loss relating to insured 
deposits by using a market-based composite risk-weighting system, and (iii) applying the percentage 
of loss experienced by the Corporation, stated on a present-value basis, resulting from member 
institution failures during the preceding ten years. 


The market-based composite risk-weighting system is affected by two factors: (i) the credit ratings of 
member institutions; and (ii) the market spreads between corporate bond issues and benchmark bond 
issues of the Government of Canada for comparable terms. 


Changes in the allowance and provisions for loss that result from annual estimations for financial 
reporting purposes are recognized as an adjustment to the allowance and provisions for loss in the 
period in which the changes occur. 
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Premium Revenue —- Premium revenue is calculated on the amount of insured deposits held by member 
institutions as at April 30 of each year. Premiums are recorded annually based on the Return of Insured 
Deposits submitted by member institutions, which is due July 15 of each year. Premiums are payable in 
two equal instalments on July 15 and December 15. 


Other Revenue - The Corporation charges interest on loans made to member institutions and others. 
Interest continues to accrue on loans but is not recorded in the accounts when, in the Corporation’s 
opinion, there is reasonable doubt as to collectability of the interest. In such cases, payments received 
are recognized as a reduction of the loan balance until such time as the loans are retired. Subsequent 
payments are recognized as other revenue on a cash basis. 


In certain situations, amounts recovered from the estates of member institutions (claims receivable) 
exceed the amounts claimed. Such amounts (referred to as post-liquidation interest) are recorded as other 
revenue when they are reasonably determinable and reasonable certainty of receipt exists. 


Pension Plan — All eligible employees participate in the Public Service Superannuation Plan adminis- 
tered by the Government of Canada. Contributions to the Plan, required from both the employees and the 
Corporation, are expensed during the year in which the services are rendered and represent the total 
pension obligations of the Corporation. 


Employee Future Benefits -— Upon termination of employment, employees are entitled to certain bene- 
fits provided for under their conditions of employment. The cost of these benefits is expensed in the year 
in which benefits are earned by the employee. 


3. Cash and Short-Term Investments 


The short-term investments have a weighted-average term to maturity of less than 90 days. All of these 
investments are highly liquid fixed rate contracts. 


March 31, 2000 


Weighted Weighted 
Average Average Days 
Effective Yield to Maturity 


March 31, 1999 


Weighted Weighted 
Average Average Days 
Effective Yield — to Maturity 


(in thousands of dollars) 


Amount Amount 


Short-Term Investments $45,583 84 
Cash 108 


Total $45,691 


S137, 502 
64 


$737,566 


4. Investments 


Investments have a term to maturity greater than 90 days but less than one year. They have a 
weighted-average effective yield of 5.74% (1999: nil) and a weighted-average term to maturity of 
274 days (1999: nil). All investments are highly liquid fixed rate contracts. 


(in thousands of dollars) March 31, 2000 March 31, 1999 
Treasury Bills $329,894 - 
Bankers’ Acceptances 56,629 = 
Bearer Deposit Notes 49,378 = 
Commercial Paper 6,714 - 
Sub Total 442,615 = 
Accrued Interest 3,004 = 
Total $445,619 ~ 
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5. Loans and Claims Receivable 


(in thousands of dollars) March 31, 2000 March 31, 1999 
Loans receivable $70,025 $152,483 
Allowance for loss (8,200) (9,200) 
Net loans receivable 61,825 143,283 
Claims receivable 99,572 141,658 
Allowance for loss (4,800) (16,800) 
Net claims receivable 94,772 124,858 
Total $156,597 $268,141 


The loans receivable are repayable on demand and bear interest at floating rates varying with either 
prime rate or the 90-day Treasury Bill rate. No interest revenue was recognized on existing loans 
receivable, as the criteria for interest revenue recognition on the loans were not met (1999: nil). No 
new loans were made during the year. 


During the year, the Corporation recorded $2.9 million (1999: $35.6 million) of post-liquidation interest. 


6. Provision for Guarantees 


In the course of business, the Corporation may provide various guarantees to member institutions and 
others. 


In order to facilitate the resolution of member institutions in financial difficulty, the Corporation provid- 
ed deficiency coverage guarantees. These guarantees provide for payment of a portion of the principal 
and income losses incurred on eligible assets acquired by third parties. The guarantees will remain in 
force, on a diminishing basis, until the year 2002. 


The Corporation had provided collateralized guarantees to the investors of distress preferred shares issued 
by Adelaide Capital Corporation, an entity mandated to dispose of assets of former member institutions. 
These shares were redeemed in equal amounts of $250 million in September and November 1999, at 
which time the Corporation was called upon to honour its guarantees. 


The nominal amount of outstanding guarantees provided by the Corporation is $548 million as at 

March 31, 2000 (1999: $1.3 billion) and the provision for guarantees as at March 31, 2000 is $60 million 
(1999: $575 million). The nominal amount represents the maximum exposure of the Corporation with 
respect to the guarantees provided. The nominal amount is not necessarily representative of the amount 
the Corporation expects to pay to third parties to meet its obligations under these guarantees. 
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7. Allowance and Provisions for Loss 


The following table is a continuity schedule of the allowance for loss on loans and claims receivable, the 
provision for guarantees and the provision for insurance losses as at March 31, 2000 with corresponding 
totals as at March 31, 1999. 


(in thousands of dollars) March 31, 2000 


Claims Insurance 
Receivable Guarantees Losses Total 


March 31, 1999 


Loans 


Receivable Total 


Beginning of period $9,200 $16,800 $575,000 $400,000 | $1,001,000 | $1,040,227 
Payments (515,821) (515,821) (28,526) 
Write-offs (9,252) (9,252) 
Adjustment to allowance and 

provisions for loss (1,000) (2,748) (2,927) (10,701) 
End of period $8,200 $4,800 $473,000 | $1,001,000 


The allowance and provisions for loss are subject to measurement uncertainty. As such, actual losses 
may differ significantly from these estimates. 


8. Financial Instruments 


Credit Risk - The Corporation is subject to credit risk from its holdings of short-term investments and 
investments. The Corporation minimizes its credit risk by adhering to the Minister of Finance Financial 
Risk Management Guidelines for Crown Corporations, by investing in high quality financial instruments 
and by limiting the amount invested in any one counterparty. 


Loans and claims receivable relate to failed member institutions. Loans receivable is directly impacted 
by the ability of these entities to generate sufficient cash to meet their obligations to the Corporation as 
they become due. Realization of claims receivable is largely dependent on the credit quality or value of 
assets held within the estates of failed member institutions. 


Fair Value —- Other than cash and short-term investments, and investments, no active or liquid market 
exists in which the Corporation’s financial assets and liabilities could be traded. Where no market exists 
for financial instruments, fair value estimates are based on judgements regarding current and future eco- 
nomic conditions and events, the risk characteristics of the instruments, and other factors. The estimates 
of fair value discussed below are made as at March 31, 2000 and involve uncertainties and matters of 
significant judgement. Changes in assumptions could materially affect the estimates. 


The book value of cash and short-term investments, investments, premiums and other accounts receiv- 
able and accounts payable approximate fair value because of their short term to maturity. 


The book value of loans and claims receivable approximates fair value as it represents the Corporation’s 
best estimate of the amounts to be realized based on asset disposition strategies and forecasted repay- 
ments on account of loans and claims receivable. The Corporation bases its estimates on information 
received from the liquidators of failed member institutions and from other parties acting on behalf of 
the Corporation. 


The book value of the provisions for guarantees and for insurance losses approximates fair value as it 
represents the Corporation’s best estimate of future payments to be made under the guarantees, and 
losses on future claims. 
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9. Income Taxes 


The Corporation is subject to federal income tax and has losses that can be carried forward to reduce 
future years’ earnings for tax purposes. The Corporation is discussing a number of issues with the 
Canada Customs and Revenue Agency that may impact the amount of these losses. No future tax bene- 
fit has been recorded in the financial statements with respect to these losses since it is not virtually 
certain any significant future tax benefit will be realized. 


Such losses total $554 million and expire as follows: 


Year Amount (in millions of dollars) 
2001 $96 
2002 202 
2003 126 
2004 90 
2005 40 
Total $554 


10. Insured Deposits and Premiums 


Deposits insured by the Corporation, on the basis of returns received from member institutions 
as described in Note 2, Premium Revenue, as at April 30, 1999 and 1998, were as follows: 


(in billions of dollars) 
Federal institutions 


Provincial institutions 


Total 


CDIC’s differential premium by-law came into force on March 31, 1999. From that date, members have 
been classified into four different categories based on a system that scores them according to a number 
of criteria or factors. The premium rates in effect for 1999 are 1/24 of 1% of insured deposits for mem- 
bers in category 1, 1/12 of 1% for category 2 and 1/6 of 1% for members in categories 3 and 4. By 
way of comparison, the premium rate was 1/6 of 1% of insured deposits for all institutions as at 

April 30, 1998. 


11. Contingent Liabilities 


The Corporation is involved in a number of judicial actions that have arisen in the normal course of 
operations. In the opinion of the Corporation, none of these, individually or in the aggregate, would 
result in liabilities that would have a significant adverse effect on the financial position of the 
Corporation. However, the final outcome with respect to claims and legal proceedings pending at 
March 31, 2000 cannot be predicted with certainty. Accordingly, the impact of any matter will be 
reflected in the period in which the matter becomes determinable. 
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12. Operating Leases 


The aggregate minimum rent payments (exclusive of other occupancy costs) for the Corporation’s 
operating leases in effect as at March 31, 2000 are as follows: 


Year Amount (in thousands of dollars) 
2001 $637 
2002 571 
2003 O71 
2004 571 
2005 aval 
2006-2011 3,561 
Total $6,482 


13. Uncertainty Due to the Year 2000 Issue 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identi- 
fy a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in 
errors when information using year 2000 dates is processed. In addition, similar problems may arise in 
some systems which use certain dates in 1999 to represent something other than a date. Although the 
change in date has occurred, it is not possible to conclude that all aspects of the Year 2000 Issue that 
may affect the Corporation, including those related to member institutions, suppliers, or other third 
parties, have been fully resolved. 


14. Comparative Figures 


Certain of the 1999 figures have been reclassified to conform to the presentation adopted for 2000. 
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Corporate Governance 


The Canada Deposit Insurance Corporation was 
established in 1967 under the Canada Deposit 
Insurance Corporation Act. The Act sets out CDIC’s 
constitution, objects, powers and duties, as well 
as general terms for deposit insurance and other 
governing parameters. CDIC functions within the 
legal framework established by the CDIC Act, the 
Financial Administration Act and section 18 of 
the Office of the Superintendent of Financial 
Institutions Act — and by the amendments made 
to these Acts over the years. The Corporation is 
ultimately accountable to Parliament through the 
Minister of Finance for the conduct of its affairs. 


Board of Directors 


The CDIC Act states that the Board of Directors 
“shall administer the affairs of the Corporation 
in all things....” The Board is made up of the 
Chairperson, appointed by the Governor in Council 
during good behaviour for a five-year term, four 
ex officio directors — the Governor of the Bank 
of Canada, the Deputy Minister of Finance, the 
Superintendent of Financial Institutions, and a 
Deputy Superintendent of Financial Institutions — 
and four private-sector members, also appointed 
by the Governor in Council during pleasure for 

a term not exceeding three years. 


In 1999, the Board commenced a review of its 
governance practices, which is scheduled for 
completion during the 2000/2001 fiscal year. 
The results will be reported in next year’s 
annual report. 


On March 31, 2000, the composition of the Board 
was as follows: 


* Date of Governor-in-Council appointment 


Ronald N. Robertson 
Chairman of the Board 
Canada Deposit Insurance Corporation 
(1999*) 


Viateur Bergeron 
Partner 
Bergeron, Gaudreau 
Hull 
(2000*) 


H. Garfield Emerson 
President and Chief Executive Officer 
N M Rothschild & Sons Canada Limited 
Toronto 
(1997*) 


Nicholas Le Pan 
Deputy Superintendent, Supervision 
Office of the Superintendent of Financial Institutions 
(ex officio) 


Kevin Lynch 
Deputy Minister of Finance 
(ex officio) 


Colin P. MacDonald 
Partner 
Borden Ladner Gervais LLP 
Calgary 
(1997*) 


Shawn A. Murphy 
Partner 
Stewart McKelvey Stirling Scales 
Charlottetown 
(1999*) 


John R.V. Palmer 
Superintendent of Financial Institutions 
(ex officio) 


Gordon G. Thiessen 
Governor of the Bank of Canada 
(ex officio) 


lan Bennett 
Associate Deputy Minister 
Department of Finance 
(alternate for the Deputy Minister of Finance) 


Carol Shevlin 
Senior Director, Quality Assurance and Performance 
Standards Division 
Office of the Superintendent of Financial Institutions 
(alternate for the Superintendent of Financial Institutions) 
Serge Vachon 
Adviser 
Bank of Canada 
(alternate for the Governor of the Bank of Canada) 
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Board Committees 


The Executive Committee deals mainly with 
emergencies, highly sensitive matters and other 
issues delegated to it by the Board of Directors. 
It is chaired by the Chairperson of CDIC. As of 
March 31, its other members were H. Garfield 
Emerson and John R.V. Palmer. 


The Audit Committee has primary responsibility 
for overseeing internal controls, the reliability of 
financial information, the annual audit, and the 
special examination conducted every five years by 
the Auditor General of Canada. The committee is 
also responsible for recommendations to the 
Board on Directors on the approval of annual 
financial statements. As of March 31, the 
chairperson of this committee was H. Garfield 
Emerson. The other members were Viateur 
Bergeron, Shawn A. Murphy and John 

R. V. Palmer. 


The Employee Relations Committee reviews and 
makes recommendations to the Board regarding 
personnel policies, training, succession planning, 
compensation, compliance with employee-related 
legal requirements, complaints and the general 
state of employee relations. The chairperson of 
the committee as of March 31 was Colin P. 
MacDonald. The other members were Nicholas 
Le Pan and Ronald N. Robertson. 


Officers and Operations 


Officers of CDIC include the Chairperson, the 
President and Chief Executive Officer, and officers 
appointed by the Board of Directors under the 
Corporate By-law made under the Act. Both 

the Chairperson and the President and CEO 

are appointed to five-year terms by the 
Governor-in-Council. 


CDIC officers are individually and collectively 
responsible for the stewardship and management 
of the Corporation. On March 31, 2000, the 
officers of the Corporation were as follows: 


Ronald N. Robertson 
Chairman of the Board 


Jean Pierre Sabourin 
President and Chief Executive Officer 
(1996*) 


Wayne Acton 
Senior Vice-president 
Field Operations 


M. Claudia Morrow 
Corporate Secretary 


Guy L. Saint-Pierre 
Senior Vice-president 
Insurance and Risk Assessment 


Bert C. Scheepers 
Vice-president 
Finance and Administration 
and Chief Financial Officer 


Gillian Strong 
General Counsel 


Tom Vice 
Treasurer 


* Date of Governor-in-Council appointment 
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Meetings and Attendance 


(April 1, 1999 to March 31, 2000) 


BOARD COMMITTEES 


Executive Audit Employee 
Committee Committee Relations 
Committee 


Board of 
Directors 


Number of Meetings 


Attendance: 
G. L. Reuber — Chairman? 2 1 1 1 
R. N. Robertson — Chairman? 5 3 1 
V. Bergeron 7 4 
H. G. Emerson 5 1 4 
C. P. MacDonald i 2 
S. A. Murphy it 4 
Ex officio members (alternates) 
G. G. Thiessen (S. Vachon) 7 
J. R. V. Palmer (C. Shevlin)* i. 1 3 
C. S. Clark? / K. Lynché (I. Bennett) lf 
N. Le Pan 7 2 
a G.L. Reuber retired July 8, 1999 
b ~R.N. Robertson’s appointment commenced September 15, 1999 
c  C. Shevlin was designated as alternate to the Superintendent of Financial Institutions on April 12, 1999 
d_ C.S. Clark resigned as Deputy Minister, Finance on March 3, 2000 
eK. Lynch was appointed Deputy Minister, Finance on March 23, 2000 
f  R. Hamilton attended five meetings of the Board as an observer from the Department of Finance 
Inter-Agency Committees FISC facilitates consultation and the exchange 


of information among its members on all matters 
relating directly to the supervision of financial 
institutions. The role of SAC is to provide a forum 
for policy discussion on financial sector issues. 


The Chairperson of CDIC is a statutory member of 
the Financial Institutions Supervisory Committee 
(FISC) and a member of the Senior Advisory 
Committee (SAC) of the Department of Finance. 


The other members of these committees are the The OSFI/CDIC Liaison Committee is chaired 
Governor of the Bank of Canada, the Deputy jointly by the Superintendent of Financial 
Minister of Finance (the Chair of SAC) and the Institutions and the Chairperson of CDIC. This 
Superintendent of Financial Institutions, (the Chair | Committee's purpose is to co-ordinate closely the 
of FISC). activities of OSFI and CDIC, to avoid unwarranted 


duplication and cost, and generally to foster close 
and effective working relationships between the 
two agencies. On March 31, 2000 the members 
of the Liaison Committee were as follows: 
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Co-chairs Members 
John R.V. Palmer Theo Bark 


Superintendent of Financial Institutions 
OSFI 
Ronald N. Robertson 


Chairman of the Board 
CDIC 


Members 


Jean Pierre Sabourin 
President and Chief Executive Officer 
CDIC 
Nicholas Le Pan 
Deputy Superintendent, Supervision 
OSFI 
Ken Mylrea 
Director General, Insurance 
CDIC 
Guy L. Saint-Pierre 
Senior Vice-president 
Insurance and Risk Assessment 
CDIC 
Carol Shevlin 
Senior Director 


Quality Assurance and Performance Standards Division 
OSFI 


The CBA/CDIC/OSFI Liaison Task Force was 
established in 1999 to review and resolve, as fully 
as possible, the supervisory, regulatory and insur- 
ance issues raised by the industry, and to foster 
co-operation and constructive relationships 
between the industry — represented by the 
Canadian Bankers Association (CBA) — and the 
two agencies. On March 31, 2000, the members of 
the task force were as follows: 


Chair 


Raymond Protti 
President and CEO 
Canadian Bankers Association 


Secretary 


Kelly Shaughnessy 
Vice-president, Banking Operations 
Canadian Bankers Association 


President and CEO 
ABN AMBRO Bank 
Robert Chisholm 
Vice-chairman 
Bank of Nova Scotia 
Nicholas Le Pan 
Deputy Superintendent, Supervision 
OSFI 
Jean Pierre Sabourin 


President and Chief Executive Officer 
CDIC 


CDIC Committees 


The Real Estate Advisory Panel (REAP) reviews, 
evaluates and makes recommendations on 
proposals brought forward by CDIC management 
with respect to the realization of major real estate 
assets in which the Corporation has an interest. 
The Corporation acknowledges the contribution 
of Marcel J. Casavant who retired as a member of 
REAP. 


Chair 


Daniel F. Sullivan 
Deputy Chairman 
Scotia Capital Inc. 


Secretary 


Christopher J. Porter 
Director, Claims and Recoveries 
CDIC 


Members 


J. Lorne Braithwaite 
President and CEO 
Cambridge Shopping Centres Ltd. 


H. Roger Garland 
Vice-Chairman 
Four Seasons Hotels and Resorts 


Randy M. Grimes 
Director 
IBI Group 


Stephen E. Johnson 
President and CEO 
Canadian Real Estate Investment Trust 


E. John Latimer 
President 
Monarch Development Corporation 


Alvin G. Poettcker 
President and CEO 
UBC Properties Trust 


Kenneth Rotenberg 
President 
Kenair Apartments Limited 
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Deposit Insurance Information 


Toll-free telephone service: 1-800-461-CDIC (1-800-461-2342) 

World Wide Web site: www.cdic.ca 

E-mail address: info @cdic.ca 

Facsimile: (613) 996-6095 

Head Office Toronto Office 

Canada Deposit Insurance Corporation Canada Deposit Insurance Corporation 
50 O’Connor Street, 17th Floor Toronto-Dominion Centre Aetna Tower 
P.O. Box 2340, Station D 1200-79 Wellington Street W., P.O. Box 156 
Ottawa, Ontario Toronto, Ontario 

K1P 5W5 M5K 1H1 

Publications 


Consumer Information 


Brochure - Protecting Your Deposits 

Brochure — CDIC Membership 

Fact Sheet - CDIC Coverage for Deposits in Trust 

Fact Sheet - CDIC Coverage for Joint Deposits 

Fact Sheet - CDIC Coverage of Deposits when Member Institutions Amalgamate 


Fact Sheet - CDIC Coverage for Deposits Held in Registered Plans 


Corporate 
Annual Report 


Summary of the Corporate Plan 


General 


Standards of Sound Business and Financial Practices (1993) 

Standards Assessment and Reporting Program - Standards of Sound Business and Financial Practices (1995) 
Guidelines for Third-party References to CDIC or Deposit Insurance (1999-09) 

Application for Deposit Insurance (2000-01) 


Consultation Paper on Standards of Sound Business and Financial Practices (2000-01) 


Deposit Insurance Information 


Act and By-laws 
CDIC Act 


Application for Deposit Insurance By-law 

Deposit Insurance Information By-law 

Deposit Insurance Policy By-law 

Differential Premiums By-law 

Discretionary Interest By-law 

Exemption from Deposit Insurance By-laws (Opting-out By-laws) 
Interest Payable on Certain Deposits By-law 

Joint and Trust Account Disclosure By-law 

Premium Surcharge By-law 


Standards of Sound Business and Financial Practices By-laws 


Member Institutions Information Bulletins 


Joint and Trust Account Disclosure By-law (1996) 

Deposit Insurance Information By-law (1996) 

Joint and Trust Account Disclosure By-law - Information Disclosure (1997-01) 
Deposit Insurance Information By-law - Phase I (1997-02) 

Return of Insured Deposits (1997-03) 

Deposit Insurance Information By-law - Phase II (1997-04) 

Deposit Insurance Information By-law - Final (1998-01) 

Deposit Insurance Information By-law - Post-Implementation Issues (1998-02) 
Joint and Trust Account Disclosure By-law - Information Disclosure Clarification (1998-03) 
Return of Insured Deposits (1999-01) 

Links to Deposit Registers (1999-02) 


Standards of Sound Business and Financial Practices (1999-03) 
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A l'avantage des déposants : 


Fournir une assurance-dépot: s . omouvoir le respect du Cod 


ala stabilité du systeme fit 


...tout en minimisant les possibilités de perte. 


Objectif : Se tenir au fait des questions d’actualité 
Note globale : A 


Mesures - Cibles : Résultats par rapport aux cibles Stratégies mises en oeuvre 


pour atteindre les cibles 


11. Aptitude a effectuer des recherches 11. Haut degre de satisfaction du Comite de gestion | 11. Toutes les demandes de renseignements ont obtenu une | Surveiller les nouvelles tendances au 
de premiere qualité sur des questions de lactif et du passif et du conseil d'administra- réponse satisfaisante dans des délais raisonnables, Canada et a l’étranger. A 
relatives a l'économie et aux politiques tion selon leurs commentaires ou les sondages. comme en témoignent les proces-verbaux du conseil et _| is 
et des questions d’actualité, dans le di Comme ak Recherche sur 'economie et sur les poli- 
but de mieux comprendre les pro- tiques menée au Canada et sur le plan 
blemes auxquels la Société pourrait La participation de la SADC au groupe detude du FSF international. A 
avoir a faire face dans l'avenir et : permis de produire un rapport axé sur Favenir eer feicon avee dfauties sroupes cesar 
d'étre mieux a méme d’agir sur ces effectuer des recherches sur des questions d’actualité ps Pine 
caus. liges a l'assurance-dépots. A ect 


Sylz990fqo xne Ysaoddeia sued yuawapuay 


Objectif : Mieux renseigner les consommateurs 
Note globale : ¥ 


12. Augmenter le degré de sensibilisation 12. Etablir des cibles fondées sur les résultats des 12. Un sondage a été fait et des cibles en matiére de sensi- | Intensifier les activités de sensibilisation 
et de compréhension du public a plus récents sondages et planifier les activités de bilisation ont été établies avant le 31 mars 2000. & du public. VY 
égard de la SADC et de l’'assurance- communication. AW Sean ; wee 
dépots. Un plan stratégique de sensibilisation du public pour Collaborer a des projets conjoints avec 


lexercice 2000-2001 et a plus long terme était en cours | d'autres organismes d’indemnisation. A 


d'élaboration a cette date. ¥ 


A Respect de la date prévue et du budget. WY Retard ou budget dépassé. 
(les principales données financiéres sont présentées en italique et en bleu) 


TT 


A l'avantage des déposants : 


8, 


10: 


Mesures 

La SADC respectera son budget ite 
annuel. 

Tous les employés doivent posséder 8. 


les qualités et les compétences requi- 
ses pour leur poste. 


Communiquer a la direction et au con- 9. 
seil d'administration des renseigne- 

ments concis, pertinents et a jour sur 

le rendement. 


Se conformer a toutes les exigences 10. 


légales relatives a la présentation de 
rapports. 


... TOU 


Objectif : Assurer l’efficacité et la rentabilité de l’exploitation 
Note globale : A 


Cibles 


Budgets respectés ou sous-utilisés pour les 
dépenses d'exploitation, d'intervention et 
d'investissement. 


Pour les employés, évaluation de rendement 
annuelle satisfaisante (ou supérieure). 


Besoins de formation ressortant de |’évaluation 
comblés dans l'année suivant |’évaluation. 


Haut degré de satisfaction de la haute direction et 
du conseil d’administration. 


Enti€re conformité aux obligations légales dans la 
présentation de rapports. 


Résultats par rapport aux cibles 


Les frais d’exploitation et d’intervention étaient supé- 
rieurs de 0,9 pour 100 aux prévisions budgétaires. ¥ 


Les dépenses d'investissement excédaient de & pour 
100 les prévisions budgétaires. ¥ 


Les cibles relatives aux évaluations de rendement et aux 
besoins de formation ont été atteintes et les résultats 
ont été communiqués au Comité des relations avec le 
personnel. A 


La rétroaction recue a ce jour est entiérement satis- 
faisante. A 


10. Tous les rapports contenant les renseignements exigés 


par la loi ont été déposés a temps auprés des autorites 
compeétentes. A 


ala stabilité du system 


t en minimisant les possibilités de perte. 


Stratégies mises en oeuvre 
pour atteindre les cibles 


Affecter des ressources aux activités 
prioritaires, de facon rentable. A 


Suivre le rythme des progres techno- 
logiques et en tirer parti. 


Etudier les possibilités d’ententes de 
partage des colits avec d’autres 
sociétés d’Etat et organismes gouverne- 
mentaux et la possibilité de passer des 
contrats de sous-traitance. 


Maintenir les compétences de base et 
recruter et conserver un personnel de 
premiere qualité. A 


Mettre en place un systéme efficace de 
mesure et de gestion du rendement. & 


Produire des rapports réguliers. A 


Aider le personnel du Bureau du 
vérificateur général dans son 
examen spécial et faire le suivi des 
recommandations. Vv 


A Respect de la date prévue et du budget. 


Ww Retard ou budget dépasse. 


(les principales données financiéres sont présentées en italique et en bleu) 
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0002-666T 


Fiche de rendement 1999-2000 


A l'avantage des déposants : 


= - Mi Leas is te es Fag © 
ournir une assurance-d omouvoir le respect du Code er a la stabilité du systeme = 
...tout en minimisant les possibilités de perte. © 
Objectif : Maintenir une solide fonction opérationnelle de base afin de réduire au minimum les couts de Il’assurance-dépots Zi 
Note globale : A Es 
; ® 
Mesures Cibles Resultats par rapport aux cibles Stratégies mises en oeuvre “ 
pour atteindre les cibles 2 
no] 
1. Se doter d'un systeme capable de 1. Projet de profils des institutions membres entiére- 1. Le profil de chaque institution membre est disponible Evaluer les risques de perte liés a l'assu- = 
présenter les données a jour néces- ment opérationnel d’ici le 31 mars 2000. depuis le 31 mars 2000. & rance des dépéts confiés aux institutions S 
saires a evaluation du risque que Projet de transmission électronique des données Le projet de transmission électronique progresse au 31 | -membres. & = 
represente une institution membre. servant a établir les primes différentielles entiére- mars 2000. ¥ 9» 
ment opérationnel d'ici le 31 mars 2000. c 
2. Le Code des pratiques commerciales 2. Examen complet de toutes les normes et du 2. Une série de consultations est en cours. Un deuxiéme Réduire les risques de perte grace a une % 
et financiéres saines de la SADC doit PANC. Elaboration de nouvelles normes et d’une document, contenant les résultats de la premiere consul | bonne gestion des risques, a des mesures = 
étre a jour et pertinent. nouvelle procédure de déclaration, tel que requis, tation ainsi que des normes projetées est en voie de correctives et a des interventions rapides i 
pour le 31 mars 2000 (phase d’évaluation). rédaction. Par ailleurs, une nouvelle procédure de décla- et efficaces, ainsi qu’a de meilleures © 
ration est en préparation. A mesures incitatives. A ue 
3. La SADC doit étre préte pour le pas- 3. Mise alessai de tous les systémes internes pour 3. Le passage a l’'an 2000 s'est déroulé sans incident. Tous sp 
sage alan 2000. verifier leur conformité a l'an 2000 et établisse- les systémes ont été testés et mis a niveau, tel que w 
ment d'un plan d’urgence (en cas de problemes requis. A 
chez les institutions membres) pour le 30 septem- 
bre 1999. 
4. Prendre les mesures nécessaires pour 4. Recouvrements nets prévus au plan d'affaires des | 4. La SADC amis en oeuvre les mesures et les stratégies Optimiser les recouvrements nets des 
inciter les liquidateurs et séquestres a liquidateurs pour chaque liquidation menée a bien. nécessaires pour optimiser les recouvrements et pour réclamations faisant suite a la faillite 
optimiser le montant des recouvre- veiller a ce que les liquidateurs, séquestres et avocats d'institutions membres. A 
ments nets dans le cadre des dossiers soient responsables de leurs activités devant la SADC et 
actuels de liquidation. les tribunaux. A 
5. Maintenir les frais d’emprunt et le ren- | 9. Taux créditeurs de la SADC dans les parametres | 5. Aucun emprunt n'a été contracté. Maintenir une solide fonction de 
dement des placements de la SADC a ee Les revenus de placement étaient inférieurs de 3 pour tresorerie. A 
linterieur des reperes fixes. Revenus de placement supérieurs ou €gaux aux 100 aux repéres établis, en raison d'un retard dans les 
reperes fixés, conformément a la stratégie de recouvrements. Cet écart a été compensé par des taux 
placement de la SADC. de rendement plus élevés que prévu. ¥ 
6. Elaborer des politiques et procédures 6. Politiques completes et applicables dans tous les | 6. Le Guide des politiques de la SADC a été achevé en 1999. | Préserver les « pratiques exemplaires » 
pertinentes dans tous les secteurs, ou secteurs de la Société mises a jour annuellement. Chaque politique a été revue par le Comité des politiques | et la « mémoire » de la SADC au moyen 
mettre a jour les politiques et proce- et les Services de vérification et de consultation. A de systames d'information efficaces et 
dures existantes. de politiques et pratiques bien documen- 
tées. A 
A Respect de la date prévue et du budget. W Retard ou budget dépassé. wo 


(les principales données financiéres sont présentées en italique et en bleu) 
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mM Canada Deposit Société d'assurance-dépéts Cat ld 
| Insurance Corporation du Canada 


Canada Deposit Insurance Corporation 
(CDIC) is responsible for providing 
deposit insurance to individuals who 
have eligible deposits in member banks 
and trust and loan companies. Over 

its thirty-four year history, CDIC has 
been working to serve the interests of 
depositors and member institutions alike, 
having protected more than two million 
depositors holding some $26 billion in 
deposits in failed institutions. 


CDIC’s mandate and powers are set 
out in the Canada Deposit Insurance 
Corporation Act. As defined by the Act, 
CDIC must pursue the following 
objects for the benefit of depositors 
with CDIC member institutions and 
in ways that will minimize its own 
exposure to loss: 


* provide deposit insurance against 
the loss of part or all of deposits 


* promote standards of sound business 
and financial practices for member 
institutions 


* promote and otherwise contribute 
to the stability of Canada’s financial 
system 


CDIC performs a range of activities 
designed to fulfil its mandate. These 
include the ongoing assessment of 
members’ risks; working closely with 
the supervisor of its member institutions 
especially when problems arise; paying 
insured deposits if a member institution 
fails; and pursuing its claims and 
recoveries from the estates of these 
institutions. 


CDIC is a Crown corporation that 
reports to Parliament through the 
Minister of Finance, who has delegated 
certain responsibility for CDIC matters 
to the Secretary of State (International 
Financial Institutions). The Corporations 
nine-person Board of Directors is 
responsible for the overall stewardship 
of the organization and establishes the 
Corporations broad strategic direction. 


Membership in CDIC is limited to 
banks, and federally or provincially 
incorporated trust or loan companies. 
As of March 31, 2001, there were 101 
member institutions with insured 
deposits of over $325 billion. A 
member institution must meet the 
terms and conditions set out under 
the CDIC Policy of Deposit Insurance, 
which includes such requirements as 
complying with CDIC Standards of 
Sound Business and Financial Practices, 
providing regular information to the 
Corporation and submitting to annual 
examinations. 


CDIC is funded by premiums that are 
assessed on the insured deposits of 
member institutions as at April 30 of 
each year. 


Under the CDIC Act, the maximum 
basic protection for eligible deposits is 
$60,000 per person at each member 
institution. CDIC provides separate 
protection for eligible deposits held 
jointly, in trust, in registered retirement 
savings plans and in registered retirement 
income funds, also to a maximum of 
$60,000 in each category. 


B& Canada Deposit Société d'assurance-dépéts 
Insurance Corporation du Canada 


Ronald N. Robertson 


Chairman of Président du 
the Board conseil d’administration 


June 30, 2001 


The Honourable Paul Martin, P.C., M.P. 
Minister of Finance 

140 O’Connor Street 

LEsplanade Laurier 

East Tower, 21st Floor 

Ottawa, Ontario 


K1A 0G5 


Dear Minister: 


I have the honour to submit to you and the Secretary of State (International Financial Institutions) the 
Annual Report of the Canada Deposit Insurance Corporation for the year ended March 31, 2001. 


Yours sincerely, 


50 O’Connor Street 50 rue O’Connor 
17th Floor 17° étage 

P.O. Box 2340, Stn. D G.P. 2340, succ. D 
Ottawa, Ontario Ottawa, (Ontario) 
K1P 5W5 K1P 5W5 


Canada 
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MESSAGE FROM THE CHAIRMAN 


“Change for a Changing World” is an apt theme for this year’s 
annual report. At the Canada Deposit Insurance Corporation 
(CDIC), we are well aware of the need to meet the challenges that 


lie ahead in the new millennium. The financial world is a vastly 
different place than any of us could have envisioned even a decade 
ago. An increasingly global marketplace, sophisticated payments, 


| 
| 


clearing and settlement systems and a widening array of financial 
products that are supported by electronic tools and technologies— 
these are just some of the changes we face today. And there is no 


sign that the pace of change is likely to diminish in the near future. 


We also have to look forward to the changes likely to occur when the new financial services legis- 
lation comes into force. The legislation will provide more flexibility for some of our members in 


structuring their affairs, such as allowing bank holding companies, and as a result of the easing 
of the criteria for entry, should result in a number of new applicants for membership with CDIC. 


CDIC’s strength has always been its preparedness for any situation. Although Canada has 
enjoyed strong economic growth in the past few years, all positive economic cycles have an end. 
I think it is important therefore to ask ourselves — have we used the good times of the recent 


past to prepare for the possible challenges ahead? 


I believe the Corporation’s work this year demonstrates our commitment to preparing for what 
may lie ahead and adapting to changes in the financial sector. We continued to build on the 
good working relationships we enjoy with our member institutions. As an example, we collabo- 
rated closely with industry to modernize CDIC’s Standards of Sound Business and Financial 
Practices (Standards). There is no question that the revised Standards, which we anticipate will 
come into effect in the fall of 2001, will have benefitted from this cooperation and the related 
consultation process. The Standards themselves reflect the reality of a changing business environ- 
ment, including a strong emphasis on the essential role of good corporate governance and on 
sound risk management within an effective control environment, since it is our experience that 
well-managed institutions are better equipped to face difficult times. We have responded to the 
concerns of our members and streamlined the burden associated with the reporting process. As 
well, the revisions to our Standards dovetail with the risk-focused approach to supervision of 
both the Office of the Superintendent of Financial Institutions (OSFI) and provincial regulators, 
and the changes contained in the new financial services sector legislation. 


Over the past year we have explored options for covering the future costs of member failures. 
Having paid off its debt and eliminated its deficit in 1999, the Corporation is in a stronger 
financial position but we have to remember that within the past decade we have had to borrow 
in excess of $3 billion in order to meet our obligations. Accordingly, we are now taking a close 
look at our insurance provisioning methodology and the establishment of a deposit insurance 
fund. Many factors will have to be weighed in this examination. 


Also in the interests of ensuring that CDIC is well positioned to meet the challenges ahead, the 


Board undertook a second governance review in the summer of 2000. In the words of the report, 
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the recommendations were aimed at “making a good Board operate even better”. One of the 
outcomes of this review was the recommendation that the Board continue its active role in setting 
the Corporation's strategic direction over the long term by developing a strategic planning 
process and holding an annual meeting devoted entirely to strategic planning issues in addition 
to the input it provides in the development of the Corporate Plan. Another issue highlighted in 
the report was the need for the Board to have a current view on a range of topics, such as board 
composition and skill set so that we can quickly and effectively provide the Government with 
information in the event of a vacancy. Given the complex financial matters that the Board must 
address at times, it is essential that we continue to have the right combination of expertise and 


experience available. 


This year marked many changes in the composition of our Board and, with the changes contained 
in the financial services legislation, we will see even further changes. The Board said farewell to 
two members: Shawn Murphy and Gordon Thiessen. Mr. Murphy left us for a political career 
and we wish him the very best. Mr. Thiessen retired as Governor of the Bank of Canada on 
January 31, 2001. Mr. Thiessen was with us for seven years and his contribution was immeasur- 
able. The Board also saw changes among the Alternates for some of our ex officio directors. After 
serving on the CDIC Board of Directors for over 30 years, Serge Vachon retired from the Bank 
of Canada and as the Alternate for the Governor of the Bank of Canada on March 31, 2001. 
Mr. Vachon brought a depth of understanding of the financial system in Canada and the 
Corporations role that was highly valued throughout these many years. Carol Shevlin, who acted 
as an Alternate to the Superintendent of Financial Institutions, left the Board last year and was 
replaced by John Doran. The Board welcomes Tracey Bakkeli from Regina and David A. Dodge, 


who replaces Mr. Thiessen. 


Finally, the Board has passed a resolution in recognition of the excellent work of CDIC’s employees 
over the past year. The work of this Corporation could not be done without the dedication of 
its employees, led by their spirited President and CEO, J. P. Sabourin. The Board joins me in 
congratulating Mr. Sabourin on his re-appointment as CDIC’s President and CEO for the 
next five years, effective June 1, 2001. Mr. Sabourin’s outstanding efforts in the international 
field as chairman of the Financial Stability Forum’s Working Group on Deposit Insurance 
merit special mention. 


I am confident that CDIC, with the dedic. ts Board and employees, is well positioned 
to meet the challenges that our changing nt : : 


ive 


MESSAGE FROM THE PRESIDENT AND CEO 


This has been a good year for the CDIC membership and as a 
result for CDIC. The absence of a member institution failure for the 
fourth consecutive year resulted in a positive net income for the year 
and a stronger balance sheet. The Corporation ends the year with a 
surplus of $455 million. Premium revenue of $140 million, in 
conjunction with a further $56 million of interest and other revenue, 
was offset by operating expenses and tax accounting adjustments, 
to generate a net income of $157 million. 


CDIC continued work on a number of initiatives during the year. 
Among them, as mentioned by the Chairman, was the moderniza- 
tion of CDIC’s Standards of Sound Business and Financial Practices. In addition to work on the 
Standards, CDIC instituted a number of practices to improve the ways information is exchanged 
with OSFI, the regulator of most of CDIC’s member institutions. The establishment of a risk 
assessment department has served the dual function of enhancing information-sharing with 
OSFI and bringing a new dimension to the understanding of the risk profile of the membership. 


New financial services sector legislation will reduce the minimum capital required to start a 
deposit-taking institution, broaden the ownership criteria of banks, and allow banks the choice 
of organizing their operations under a new holding company structure. We have been working 
during the year preparing for the challenges these changes may bring. 


During the year, CDIC continued to enhance its systems and processes to meet its mandate. In 
the spirit of the proposed new Standards, we began work on implementing our own corporate 
risk management program to help us identify and control our risks. This is a formalization of 
internal mechanisms designed to mitigate our risks and promote a stronger internal control 
system. In the interests of monitoring and assessing our performance, work on the corporate 
Performance Management Scorecard continued this year. A work in progress, the Scorecard is 
one of the internal tools we use to assess how successful we are in achieving the objectives we 
set for ourselves each year. The Scorecard for 2000/2001 is included in the Activities and 
Accomplishments section of this report. 


This was the first year of CDIC’s five-year public awareness and education campaign. Two series 
of television advertising were aired across the country. As well, we put messages on a number of 
Internet sites and formed information partnerships with certain member institutions. The cam- 
paign, which will continue in 2001/2002, is intended to address the need for enhanced public 
awareness about deposit insurance and specifically about what products are or are not insured. 
For example, our research has shown that 40% of the Canadian population mistakenly believe 
that mutual funds sold by CDIC’s members are insured. By providing information that helps 


ANNUAL REPORT 2000/2001 


the public become well informed about deposit insurance, CDIC contributes to the overall stability 
of Canada’s financial system. The growing array of financial products available to depositors 
makes that goal an increasing challenge for all of us. 


The Corporation was very active on the international front this past year. The Working Group 
on Deposit Insurance, created by the Financial Stability Forum (FSF), made substantial progress 
during 2000/2001. As Chairperson of the Working Group, I was able to harness the considerable 
talent within our organization and of the 12 representatives from other countries and international 
financial organizations (International Monetary Fund and The World Bank) in the development 
of guidance on deposit insurance for use by countries considering the adoption of an explicit 
limited-coverage deposit insurance system or the reform of an existing system. The final report 


of the Working Group will be tabled with the FSF in September 2001. 


In addition to our work with the FSE. CDIC once again received numerous delegations from 
countries including Ukraine, Korea, Zimbabwe and Hong Kong (SAR). These sessions are 
invaluable both to CDIC and visiting countries, constantly challenging our employees to assess 
their own work in the face of diverse experiences and new ways of thinking. 


I am honoured that I have been re-appointed as CDIC’s President and CEO for another five 
years. | am thankful for the support of our Chairman and Board of Directors. It is also true that 
CDIC’s achievement is a function of the dedication of the employees at CDIC. Over the years 
at CDIC, I have had the privilege of working with a group of highly skilled professionals who 
bring enthusiasm, creativity and integrity to their work. I thank them as well and look forward 
to the opportunity of continuing to work with them as we face new challenges and build on the 
important work that has already been done. 


_ J.P. Sabourin 
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CDIC’s mandate 
(Suton: 


¢ Provide deposit 
insurance 

* Promote standards 
of sound business 
and financial 
practices 

¢ Contribute to the 
stability of the 
financial system 


... for the benefit of 
depositors, while 
minimizing its expo- 


sure to loss. 


; 
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ACTIVITIES AND ACCOMPLISHMENTS - 2000/2001 


In fiscal year 2000/2001, CDIC’s work 
continued to keep pace with an increasingly 
complex financial services sector, new direc- 
tions in the regulatory environment for its 
member institutions and fast-paced develop- 
ments in technology. The year marked the 
beginning of a number of new initiatives at 
CDIC, as well as significant progress on 
work already underway. 


Key activities of the past year are summarized 
below, presented under the statutory objects 
that guide the Corporation's day-to-day work. 


CDIC’s Performance Management Scorecard 
for the year ended March 31, 2001 appears 
at the end of this section of the report. An 
internal record of CDIC’s operational objec- 
tives and the activities CDIC undertook to 
achieve them, the Scorecard provides a detailed 
list of the year’s principal initiatives, as well 
as an assessment of how successful CDIC 


was in achieving its objectives. 
A. Provide Deposit Insurance 


While there have been no failures among its 
member institutions in the past four years, 
much of CDIC’s work in providing deposit 
insurance involves rigorously assessing the 
risks of member institutions and its related 
risks as a deposit insurer. The Corporation 
is continually working to enhance processes 
and practices that will ultimately benefit 
depositors and achieve efficient resolutions 
of failed institutions. 


In 2000/2001, this meant formalizing a risk 
assessment framework and developing new 
technology tools for monitoring and evaluat- 
ing members’ risks. The Corporation also 
launched a major public awareness and 
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education campaign to ensure that depositors 
know and understand how their deposits are 


i 
i 


insured. As well, CDIC continued to actively | 


pursue claims and recoveries from failed 
institutions. Taken together, these activities 
have enabled CDIC to better serve depositors 
and members alike in the most efficient way. 


Assessing Risk — A New Framework 
Change and uncertainty create risks. 
Turbulence in global markets, fluctuating 
interest rates, changes in Canada’s regulatory 
environment—staying abreast of these and 
other issues is essential in minimizing CDIC’s 


exposure to loss. 


During 2000/2001, CDIC continued its work 
to develop a new risk assessment framework 
that will address these and other industry 
challenges, and support the Corporation's 
enhanced risk assessment role. The frame- 
work also responds to changes in the envi- 
ronment, such as the growing complexity in 
the financial sector, the greater volume and 
frequency of information available about 
member institutions and is supported by 
increasingly effective tools for assessing risk. 


In the past year, CDIC increased its risk 
assessment team—including risk managers 
and analysts—which has the responsibility 
for collecting, assessing and continually 
updating information about and relevant to 
member institutions. To assist them in their 
efforts, work continued on the development 
of a data warehouse system that will provide 
this team with ready access to all relevant 
information. The necessary system work is 
expected to be completed by the end of fiscal 
year 2001/2002. These employees also have 
access to a range of Internet-based information 
from their desktop computers, including 


news servers, credit and bond rating agency 
information, market analyst reports, economic 
reports and member institution annual and 
quarterly financial information. 


To ensure that CDIC stays abreast of changes 
and potential risks in the broader environment, 
one member of the risk assessment team is 
responsible for monitoring and assessing 
emerging issues, both domestic and global. 
These issues include the increasingly compet- 
itive environment in which CDIC members 
operate, a competition that often comes from 
niche players and non-bank regulated institu- 
tions such as money market funds, independent 
securities dealers and life insurance companies 
and emerging global financial conglomerates 
providing a full range of services to customers 
across international borders. 


CDIC also monitors the impact on its mem- 
bers of technological developments, such as 
those in information processing and delivery, 
which have led to a number of significant 
changes in the way financial institutions 
operate. For example, some institutions have 
outsourced selected activities to specialist 
service providers, who are capable of taking 
advantage of economies of scale. Further, 
new delivery mechanisms, such as Internet, 
telephone and wireless banking raise issues 
about security, consumer protection, privacy, 
and disclosure. 


A key input into CDIC’s risk assessment 
activities is the review of examination results 
provided by OSFI and provincial examiners. 
Through regular meetings, CDIC and the 
examiners share information and exchange 
views about each member institution. The 
process ensures a comprehensive understand- 
ing of the risk profile of CDIC member 


institutions. 


The risk assessment process is also an impor- 
tant management information vehicle for the 
Corporation. As part of the process, regular 
information will be provided to senior man- 
agement and the Board of Directors on the 
risks associated with individual member 
institutions, the membership as a whole and 
changes in the banking and economic envi- 
ronment. 


Making the Most of Technology 

CDIC recognizes information technology as 
a valuable tool. It enables the Corporation to 
streamline and improve work processes and 
maximize efficiency and productivity. In the 
past year, the Corporation developed a long- 
term information systems strategic plan which 
has as a goal the creation of an IT environment 
that will eventually give stakeholders and 
employees easy access to information, from 
anywhere, at anytime. Over time and through 
prudent management of emerging technologies 
and the Internet, CDIC intends to consolidate 
its information holdings into an integrated 
knowledge base and provide a common win- 
dow to access information. 


A number of initiatives commencing in 
2000/2001 support the achievement of the 
Corporation's long-term strategic vision. For 
example, state-of-the-art software was put in 

place that allows the Internet to be used as a 
secure communication vehicle. CDIC success- 
fully implemented the first phase of its elec- 
tronic document management system, which 
captures electronic information at the time it 

is created and provides easy access to it from 
any location. With the introduction of new | 
data warehousing technology, CDIC is now 

able to collect and centralize data from a vari- 

ety of sources, giving users ready access to a 

full range of financial electronic information. 
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A focused approach 
to IT 


Information technolo- 
gy is an invaluable 
tool, enabling organi- 
zations to streamline 
and improve their 
work processes and 
maximize productivi- 
ty. CDIC is no excep- 
tion. During 
2000/2001, the 
Corporation finalized 
its strategy for using 
information technolo- 
gy effectively, setting 
out its directions over 
the next three to five 
years. Closely linked 
to CDIC’s corporate 
strategy, the IT strate- 
gy focuses on achiev- 
ing, for example: 

* an integrated data 
system that sup- 
ports effective 
decision-making 

* secure access to 
information 


use of the Internet 
as a communication 
tool 
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During the year, the Corporation introduced 
sophisticated analytical tools in support of its 
expanded risk assessment activities. It also 
developed software to provide member insti- 
tutions with the option of filing differential 
premiums information using the Internet, 
with the assurance that appropriate security 
measures are in place to ensure confidentiality. 


A key element in achieving CDIC’s long-term 
goal for information technology is the con- 
tinued upgrading of network infrastructure. 
CDIC made significant advances in this area, 
with the goal of ensuring optimal performance 
and information security through the effective 
use of enabling technology. 


Public Awareness and Education 

A significant challenge for CDIC in today’s 
financial environment is to enhance consumer 
awareness about deposit insurance, helping 
Canadians to make more informed choices 
when buying financial products. A tool for 
enhancing consumer awareness (introduced 
two years ago) is the Deposit Register of each 
member institution, which lists the deposit 
products the member sells that are eligible 
for CDIC protection. Under the Deposit 
Insurance Information By-law, member insti- 
tutions are required to keep their Deposit 
Registers up to date and make them readily 
available to customers. 


However, recent research com- 
missioned by CDIC confirmed 
that most Canadians are not 
fully aware of deposit insurance, | 
including which financial products 
are covered. Further, a growing 
number of Canadians are 


THOUSANDS 


embracing electronic and tele- 
phone banking because of its 
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April 


speed and convenience. This means that 
more and more depositors do not see tradi- 
tional CDIC information products such as 
brochures and door decals which are found 
at branches of member institutions. 


With this in mind, CDIC launched a national 
public awareness and education program in 
October 2000. The advertising component 
of the campaign included two series of 
national television advertisements encouraging 
Canadians to find out for themselves what is 
insured under deposit insurance by verifying 
this information where they bank, calling 
CDIC’s toll-free line, or consulting its Web 
site or that of its Quebec counterpart, the 
Quebec Deposit Insurance Board. As part 

of the campaign, CDIC also placed messages 
on selected Internet sites, formed information 
partnerships with key member institutions, 
collaborated with constituency associations 
and conducted ongoing media relations. 


The first year’s results have been encouraging. 
General awareness of CDIC has increased 
7% to 54%. General awareness of the $60,000 
deposit insurance limit has increased from 


23% to 27%. 
The theme of the campaign, “Ifyou don’t 


ask, you'll never know” caused appreciable 
increases in visits to CDIC’s Web site and 


WEB SITE VISITS PER MONTH 
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calls to the 1-800 inquiry lines. The 1-800 
lines answered 12,932 calls over the course 
of the fiscal year. Since the beginning of the 
awareness campaign in October 2000, there 
has been a 27% increase in the number of 


inquiries received. 


Knowledge Management 

In today’s fast-paced, increasingly complex 
and changing world, an organization's ability 
to manage knowledge quickly and effectively 
is a key challenge. Knowledge management 
consists of a multidisciplinary approach to 
using and managing knowledge within an 
organization. An important component of 
knowledge management is appreciating that a 
significant amount of valuable knowledge in 
any organization is tacit—knowledge held by 
the individual employee that is difficult to 
express or document. Recognizing the impor- 
tance of managing this knowledge effectively, 
CDIC has begun the development of a strategic 
vision for an integrated knowledge management 
system, as well as a plan for achieving the vision. 
Initial efforts have focused on identifying and 
establishing the relationships among existing 
knowledge management systems and processes 
within CDIC. Current initiatives in the areas 
of electronic document management and 
integrated information and records manage- 


ment, and ongoing preparedness and 


contingency planning, tie 
directly into this work. An 
important focus of the knowl- 
edge management plan will be 
on emphasizing the need for 
information sharing within 
the organization—for example, 
through cross-training pro- 
grams, focused management 
and sharing of knowledge 
approaches to work, and even 
more effective communications 


between all areas. 


Optimizing Claims and Recoveries 

When a CDIC member is in difficulty, CDIC 
examines in collaboration with the institution’s 
primary regulator a variety of intervention 
options. Depending on the circumstances, 
such options may range from a sale of all or 
part of an institution to formal liquidation 
and payment of insured deposits. CDIC’s 
mandate dictates that its review of interven- 
tion options be conducted in view of the 
least cost option and lowest impact to the 
overall stability of the Canadian financial 
system. lypically, in a liquidation, CDIC 
pays the claims of insured depositors and 
then works with court-appointed liquidators 
to maximize net recoveries from the disposition 
of assets, thereby minimizing losses to the 
Corporation. Throughout this process, CDIC 
ensures that Canadian depositors receive 
prompt settlement of their full entitlement 
with respect to their insured deposits in failed 


institutions. 


Recoveries on claims in 2000/2001 

How effective CDIC is in managing the 
claims to be collected from an estate and the 
financial obligations it has incurred in past 
failure resolutions has a significant impact on 
its insurance costs. During 2000/2001, CDIC 
recovered $102 million from failed member 


institutions, bringing total recoveries for the 


Setting Directions in 
Human Resources 


During 2000/2001, CDIC 
completed its Human 
Resources Strategy and 
Plan which sets out 
fundamental directions 
in recruitment, knowl- 
edge management, 
succession planning 
and career progression, 
and workplace environ- 


ment issues. 


In essence, the 
Strategy calls for the 
Corporation to promote 
its excellent reputation 
and unique work to 
attract the best talent 
and to retain its 
employees by providing 
a most desirable work 


environment. 
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Incentive Plans 


One of the strategies 
CDIC uses to help it 
maximize recoveries 
is the implementation 
of incentive plans. 
The Corporation 
negotiates the terms 
of these agreements 
with liquidators in 
order to work towards 
maximizing net real- 
izations. In 2000/2001, 
incentive plans con- 
tributed to the suc- 
cessful completion of 
the following seven 
estates: 


* Crown Trust 
Company 

* Fidelity Trust 
Company 

* Greymac Mortgage 
Company 

* Greymac Trust 
Company 

* Principal Savings 
and Trust Company 

* Seaway Mortgage 
Corporation 

¢ Seaway Trust 
Company 


im ACTIVITIES AND ACCOMPLISHMENTS - 2000/2001 
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past five years to $1,076 million and reducing 
outstanding claims and loans to $54 million 
at year-end. 


To maximize recoveries, CDIC promotes the 
efficient and effective management of liquida- 
tion issues by the professionals engaged in 
the liquidation process. Liquidators and legal 
counsel are asked to follow rigorous control 
and decision-making processes to streamline 
and improve their performance. CDIC gauges 
these results against established industry 
recognized benchmarks. 


CDIC also actively works to reduce costly 
delays in the liquidation process. For example, 
in 2000/2001 certain inter-creditor claims 
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delaying progress in the liquidation of 
Confederation Trust Company were resolved 
through negotiations between CDIC and the 
liquidators of Confederation Trust Company 
and Confederation Life Insurance Company. 
This resulted in distributions to creditors, 
including $53 million to CDIC. In addition, 
the Corporation has been instrumental in 
developing a variety of arrangements with 
liquidators and others to expedite final distri- 
butions and estate completions earlier than 
otherwise would be possible. In the Northland 
Bank liquidation, for example, court approval 
was obtained in March 2001 for a process to 
complete the liquidation, that should accel- 
erate the final distribution to creditors and 
discharge of the liquidator. 


Table I: CDIC’s Claims, Recoveries, and 
Losses on Failed Member Institutions 


CDIC's ae CDIC’s Recoveries to | CDIC’s Projected Loss 


Non-Cash Assets Liquidated P t f Total ' 
Co ee ee Total Claims - March 31, 2001 | and (Gains) as % of 


por Cash —— oes of Soule Resolution — es of Bevel 


a and Loans | 
oy SR ee Ma SSE SAREE  e plesiecoalen enor ene Be See Son Sa SEA hee car os SU sR) ene ee ones RINE: pve Nine ernie ee DE ree omelets ool UMbodenlin remem Es eects nee 2 omar ear viene a 
| (8 Millions) 3) ($ Millions)| AS% | Claims | Claims and | 
| fe of Total andLoans| Loans- _ 
Ce ee ee PERS SL ON i ees | Expected |. NPV' Basis __ 
Completed between April 1, 2000 and March 31, 2001 i 2 i i 
Crown Trust Co. (Agency’/Formal Liquidation — 1983) 930 | 935 100% (1%) 2% 
Greymac Mortgage Corp./Greymac Trust Co. | i i | 
(Agency?/Formal Liquidation — 1983) AMR | 208. | .100% | 0%). 63% 
Seaway Trust Co./Mortgage Corp. i i | 
(Agency?/Formal Liquidation — 1983) 420 366 |. .100% | 1390. AT Woes 
i | | i | 
Principal Savings and Trust Co. (Formal Liquidation — 1987) | 116 3 AeA 1 2 100% 2 138%) 13% 
Fidelity Trust Company (Agency‘/Formal Liquidation - 1983) i 792.4 438 
SE po ERS Sa ReeeeneeaneeneemmmeneEemmmmenie emammmmmmate: cman: cman enemas 
More than 99% of Non-Cash Assets Liquidated | 


Bank of Credit and Commerce Canada (Formal Liquidation — 1991) 
Confederation Trust Co. (Formal Liquidation — 1994) 
Northland Bank (Formal Liquidation — 1985) 


: 
i 
i 
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Saskatchewan Trust Co. (Formal Liquidation — 1991) 
Settlers savings & Mortgage Corp. (Pornal Piquidation = - 1990) 


Between 95%-99% of Non- Cash Assets | Liquidated 


s 


Income Trust Co. (Formal Liquidation — 1995) 
Adelaide Capital Corp®. (CGT/TD) (Management Agreement — 1992) 
Shoppers Trust Co. (Formal Liquidation — 1992) 


; 
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Table I presents CDIC’s cumulative recoveries and projected losses in estates completed during the year and those still 
under administration. The following highlights are worth noting: 


* Seven estates, all of which failed in the 1980's, were completed during 2000/2001, following resolution of complex 
litigation and other legal impediments; 


¢ More than 95% of the non-cash assets have been liquidated from all but one of the 11 estates and workout companies 
under CDIC administration; and 


* About 65% of the remaining non-cash assets are held by Adelaide Capital Corporation, a company formed to manage 
and liquidate those assets of Central Guaranty Trust that were not purchased by The Toronto-Dominion Bank in1992. 
‘All cash flows are discounted from date of receipt using CDIC’s weighted average costs of funds. 


? The estate was under an agency agreement prior to liquidation. The deposit amount (at the date of failure) represents the insured deposits and 
outstanding loans by CDIC. 


= In Adelaide Capital Corp., the recovery amount excludes proceeds from a $500 million distressed preferred share issue. The projected loss figures are 
expressed as a percent of CDIC’s loan to ACC. 
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Responsibility 
Actions 


It is CDIC’s policy to 
investigate the cause 
of each member fail- 
ure and take appropri- 
ate action against 
directors, officers and 
others in cases where 
the Corporation has 
suffered damages and 
there is evidence of 
negligence or wilful 
wrongdoing. 


During 2000/2001, 
CDIC—through the 
liquidators—contin- 
ued to pursue various 
actions in estates 
including the Bank of 
Credit and Commerce 
Canada, Northland 
Bank, Saskatchewan 


Trust Company and 
Standard Trust 
Company. 


ACTIVITIES AND ACCOMPLISHMENTS - 2000/2001 


Future Recoveries 

CDIC projects future recoveries of approxi- 
mately $100 million from the remaining 
$170 million in assets being liquidated, with 
the balance going to other creditors and for 
liquidation costs. These recoveries will be 
achieved mainly over the next two years. 


A number of factors will affect these recover- 
ies, including the asset management and 
disposition strategy used by liquidators, the 
quality of remaining non-cash assets and 
general market conditions. Although the 
continuing growth of the Canadian economy 
has helped the workout strategies imple- 
mented by liquidators, commercial lenders 
have continued to apply stringent financing 
ratios and conditions for real estate financing 
toward potential purchasers of assets of failed 
members. In addition, real estate values in 
the sub-prime markets, where most of the 
remaining assets are located, have improved 
less than in the broader market. 


Assets Subject to Deficiency 

Coverage Agreements 

In fiscal year 2000/2001, CDIC paid 

$10 million in capital and income claims to 
The Toronto-Dominion Bank (TD) for assets 
guaranteed under Deficiency Coverage 
Agreements (DCAs). Since 1992, CDIC has 
paid $152 million in such claims to TD. 


During the year, CDIC continued to monitor 
its exposure under the TD-DCAs, which 
were established in 1992 when TD acquired 
approximately $9.8 billion in assets from 
Central Guaranty Trust. Initially, $7.1 billion 
in loans ($2 billion commercial, $4.26 billion 
residential, and $0.84 billion personal) was 
covered. This amount has been reduced by 


$6.77 billion through normal paydown, 
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TD’s renewal of loans at its own risk, the 
acquisition of loans by others, and T’D’s 
disposal of some of the underlying assets. 


The $332 million balance in 2001 comprises 
$135 million in commercial loans, $181 mil- 
lion in residential mortgages and $16 million 
in personal loans. These loans are eligible for 
coverage, as they do not meet TD’s normal 


underwriting criteria. 


B. Promote Standards of Sound 
Business and Financial 
Practices 


CDIC’s statutory mandate also requires it 

to promote standards of sound business and 
financial practices for member institutions. 
To fulfil this requirement, in 1993 CDIC 
developed the Standards of Sound Business and 
Financial Practices that member institutions 
must follow in managing their business 
operations and risks. The Standards are an 
important means of managing CDIC’s 
exposure as a deposit insurer. 


Modernizing Standards 

CDIC’s Standards have been drawn on widely 
by many leading Canadian and international 
organizations, including Canada’s life insurance 
industry and the International Monetary 
Fund. In recent years, however, the operations 
and risks of deposit-taking institutions have 
changed dramatically as a result of new busi- 
ness lines and an expanding array of products 
and services. In recognition of these changes 
and in the interests of decreasing the regula- 
tory burden, the Government of Canada’s 
1999 policy paper, Reforming Canada’s 
Financial Services Sector: A Framework for the 
Future, included a call for the modernization 


of CDIC’s Standards. 


Over the past two years, CDIC has taken 
on the major challenge of modernizing the 
Standards and streamlining the related 


reporting process. In updating the Standards, 
CDIC had three main objectives: 


* aligning them with current management 


practices at well-run institutions; 


* recognizing that organizational structures 
and management processes vary among 
member institutions depending on such 
factors as their size, geographic diversity 
and business activities; and 


* ensuring consistency and compatibility 
between the Standards and federal or provin- 
cial statutory and regulatory requirements. 


To develop the new Standards, CDIC under- 
took extensive consultations with member 
institutions, their trade associations, supervisors 


a premium for good governance. 


institutions by the current reporting program. 


The proposed Standards and reporting process in brief 


CDIC’s proposed Standards focus on enterprise-wide governance and management. They stress that 
responsibility for the quality of processes, policies, procedures, controls and internal reporting belongs 
to senior management on a day-to-day basis and rests ultimately with an institution’s board of directors. 
Among the areas covered in the modernized Standards are corporate governance; strategic, risk, capital, 
liquidity and funding management; and the control environment. 


The Standards dealing with governance address the responsibilities of the board in directing and over- 
seeing the activities of a member institution. The care, diligence, skill and prudence exhibited by a 
member's directors have a critical influence on the institution's viability, safety and soundness, its ability | 
to execute its business strategy and achieve its business objectives and its ability to engender confi- 
dence on the part of depositors, investors, supervisors, rating agencies and others. 


Good governance is not only essential to the operating effectiveness of any organization—it is good 
business. Studies show that financial institutions with good governance processes operate more effec- 
tively and respond more quickly to changes in the marketplace. As well, stakeholders increasingly 
recognize the relationship between governance and performance, and investors are prepared to pay 


The remaining Standards focus on senior management's responsibility for ensuring that the institution 
applies the processes, policies, procedures and controls necessary to manage operations and risks pru- 
dently and that the board is provided with timely, relevant, accurate and complete information to enable it | 
to assess whether the responsibilities delegated to senior management are being discharged effectively. 


and others to assess key issues and best 
domestic and international practices. A con- 
sultation paper—issued in January 2000 for 
review and comment—put forward a proposed 
framework for the development of the mod- 
ernized Standards and a revised reporting 
program. In the summer of 2000, CDIC 
distributed a second consultation paper that 
set out a business draft of the proposed 
Standards followed by a third consultation 
paper in the spring of 2001 that focussed on 
the proposed streamlined Standards reporting 


requirements. 


CDIC expects that the modernized Standards 
will be brought into force in the fall of 2001, 
with member institutions making their first 
filings in the year beginning on July 15, 2002. 
In anticipation of the revised Standards coming 
into force, CDIC recently initiated a process 
to gauge its own performance against the 
Standards that are applicable to it. 


PADDLE SISSIES LE ELLIE LINOIICULL IDES SERIA ALLARD SLEL DEIN SOCAL MEELIS OSE HELPERS EY ODID NUD DEEER ALL LLIDE SOSH EY OUND TELL UDINESEREELLLLEEIOESSS SSO LLEL LISA EU MILLIS ECELIISEINISERS SSSI OOLE LEEDS LLL ICES EDERAL TEO REE 


Under the streamlined Standards reporting process, CDIC will seek assurance from its member institutions | 
that they are well managed. This assurance will come in the form of annual attestations by both the 
board of directors and senior management that the institution is adhering to the Standards. As well, a 
standards report will be filed periodically by the member institution—the specific timing will depend on 
the premium category in which the member institution is classified under the CDIC Differential Premiums 
By-law. \t is expected that the simplified reporting system will reduce the burden imposed on member 
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C. Contribute to the Stability of One of the principal means of achieving this | 
| the Financial System 
visory Committee (FISC) and Senior Advisory | 
Committee (SAC). The Chairperson of CDIC | 
is a statutory member of FISC and a member 
of SAC. The other members of these com- 

mittees are the Superintendent of Financial 

Institutions (the Chair of FISC), the Deputy 
Minister of Finance (the Chair of SAC) and | 


the Governor of the Bank of Canada. 


is through the Financial Institutions Super- 


| CDIC undertakes a range of activities 

| designed to contribute to the stability of its 

| member institutions and to Canada’s financial 
| system as a whole. CDIC is also an active 
player internationally, sharing information 
and expertise with countries worldwide. As 
part of Canada’s larger regulatory system, the 
| Corporation shares responsibility for assessing 
The mandate of FISC, which was established 
in 1987 under the Office of the Superintendent 


of Financial Institutions Act, is to promote 


national and global economic trends, and 

| contributing to policy and legislative reforms. 
As well, the Corporation ensures that it remains 
well prepared to manage and administer consultation and the exchange of information 
| future member failures, continually review- among its members on all matters relating | 
ing and renewing its processes in the face of directly to the supervision of financial insti- | 
changing environments and technologies. tutions. The role of SAC is to provide a forum | 
for policy discussion pertaining to the financial 
Preparedness for Contingencies services legislative and regulatory framework 
Contingency planning is important for in Canada. 
|  CDIC in the face of significant changes 
taking place in the global economy, in the By increasing internal capacity 
Canadian financial services sector and in its 


own operations. With this in mind, CDIC 


During the year, CDIC significantly enhanced | 
its policy and research capacity and its risk 
undertook a wide range of initiatives in assessment function. As a result, the 
2000/2001. Corporation is better positioned to work 
proactively, monitoring and assessing condi- 
By collaborating with partners tions across the full spectrum of risk—from 
Deposit insurance is part of a safety net to the strength of individual institutions to the | 
ensure Canadians enjoy a high degree of stability of Canada’s financial sector. 
financial stability. An important challenge 


for CDIC is to manage its relationships with By conducting research and review 


key stakeholders and partners, and develop 
effective ways of working in the face of various 
responsibilities. During 2000/2001, CDIC 
worked closely with OSFI and its provincial 
counterparts, the Department of Finance, the 
Bank of Canada and other organizations to 
define responsibility areas, and promote 


ongoing collaboration and information sharing. 
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The Corporation conducts various analyses 
designed to maintain and enhance its capacity 
to make deposit insurance payments in the 
case of an institution's failure. During 


2000/2001, CDIC analyzed the issues relating 


to developments in e-commerce, Internet 
banking and new financial products as a pre- 
liminary step to assessing implications for 


making payment. As well, CDIC undertook 


work for establishing comparative bench- 
marks by reviewing payout methods used in 
other countries, commenced a re-engineering 
of the Corporation’s payout processes, and 
assisted other deposit insurers in evaluating 
their readiness to deal with failures and manage 


interventions. 


By strengthening its virtual organization 

In maintaining its preparedness for the man- 
agement of the assets and liabilities of a failed 
member institution, CDIC draws substantially 
on the services of its “virtual organization” — 
a network of experienced asset managers, 
lawyers and other professionals. During the 
year, CDIC continued to draw on this expertise 
to provide payout advice, asset-recovery, 
estate-administration and other consulting 
services throughout the organization. 


By formalizing and documenting 
internal processes 

CDIC continues to develop its internal 
capacity to apply state-of-the-art approaches 
and enhance the effectiveness and efficiency 
of its failure resolution activities. This is a 
particularly important focus for the 
Corporation, given the uncertain timing 

of institution failures and the inevitable 
turnover of employees both within CDIC 
and its network of professionals used in such 
activities. A number of these capacity-build- 
ing projects were ongoing in 2000/2001, 
including the development of best practices 
and guidelines for key areas of post-failure 
resolution, as well as for the appropriate 
treatment of new financial products. 


International Learning and Exchange 
CDIC actively participates in a variety of 
international groups and delegations, and 
collaborates one-on-one with countries 
around the world. Through these bilateral 
and multilateral activities, CDIC contributes 
to the enhancement of deposit insurance 
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systems worldwide and ensures that the 
Corporation stays abreast of important and 
emerging issues in the field. 


Sharing knowledge with other countries 
CDIC’s growing international reputation as 
an expert in deposit insurance is evidenced 
by the increasing demand for its advice and 
assistance by various countries. In 2000/2001, 
the Corporation continued to share this 
expertise, receiving delegations from countries 
such as Jamaica, Ukraine, Venezuela, Korea and 
Mexico, and providing training, knowledge- 
sharing and seminars on key issues related to 
deposit insurance. In special circumstances, 
CDIC also visits countries with specific needs 
that can only be met on site. Last year, for 
example, some employees traveled to Manila 
to provide advice on risk assessment to the 
Philippine Deposit Insurance Corporation 
and the Hong Kong Monetary Authority. In 
October of 2000, CDIC’s President and CEO, 
Jean Pierre Sabourin, participated in a World 
Bank video conference on deposit insurance 
that was broadcast to many eastern European 
and Asian countries. This sharing of knowledge 
and experience on deposit insurance with 
other countries over the years benefits CDIC 
and enhances the expertise of its employees. 


International Working Group on 

Deposit Insurance 

CDIC’s President and CEO, Jean Pierre 
Sabourin, leads the Financial Stability Forum 
(FSF)’s Working Group on Deposit Insurance, 
which includes expert practitioners from 12 
countries, as well as representatives of the 
International Monetary Fund and The World 
Bank. Established in 1999 by the G7 finance 
ministers and central bank governors, the FSF 
has, as part of its mandate, the promotion of 
information exchange and coordination of 
activities between national and international 
groups addressing financial stability. The FSF 


focused on numerous issues, including issues 
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related to highly leveraged financial institu- 
tions, offshore financial centres, and deposit 


insurance. 


As required by its mandate, the Working 
Group is taking a flexible approach in develop- 
ing guidance on deposit insurance, suggest- 
ing guidance that can accommodate local 
conditions rather than prescribing a “one size 
fits all” solution. The Working Group has 
identified 16 major topic areas—including 
such issues as funding, membership, coverage 
and moral hazard—and has developed dis- 
cussion papers for all of them. When the 
final report is presented to the FSF in the fall 
of 2001, it will include a detailed discussion 
of the key themes, and describe the benefits 
and trade-offs of various approaches to 
deposit insurance. CDIC has contributed 
substantially to the research component of 


the Working Group’s discussion papers. 


Outreach is an essential part of the Working 
Group’s process of consultation. Since its 
establishment, the Working Group has 
consulted with representatives from 111 
countries around the world. CDIC employees 
organized and made presentations at 13 
international conferences and outreach 
sessions, which were attended by more than 
425 policymakers, supervisors, deposit insurer 
administrators and other interested individuals 
from around the world. In support of the 
Working Group’s consultation process, 
CDIC maintains a Web site for communi- 
cating with the international community. As 
of the end of March 2001, there were more 
than 40,000 “hits” on the site, which gives 
users access to the discussion papers and 
videotapes of the conference proceedings. 
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D. Performance Management 
Scorecard 


CDIC continuously reviews its own opera- 
tions to meet its statutory objects effectively 
and efficiently and carries out numerous 
activities in support of these obligations. 
Last year was the second year CDIC applied 
its new planning and accountability frame- 
work, which aims to incorporate the concept 
of risk identification and assessment, while 
reporting on performance. CDIC’s 
Performance Management Scorecard allows 
the Corporation to track, assess and report 
on the year’s achievements by presenting key 
performance measures and targets. The 
Scorecard and CDIC’s overall strategic man- 
agement process continue to evolve. 


Performance by Objective 

CDIC identified four corporate objectives 
to guide its work during 2000/2001. These 
four objectives provide a vital, organized 
linkage between the Corporation's broad 
statutory requirements and the myriad of 
initiatives and ongoing core activities that 
are the year-round work of the organization. 


To ensure CDIC’s financial stability and 
efficient operations—Much of CDIC’s 
work in this area focused on enhancing and 
managing its knowledge base, maintaining 
established processes and mechanisms for 
corporate planning and measurement, and 
keeping the payout process and liquidation 
strategies current. [he Corporation's review 
of its provisioning methodology and possible 
approaches to a deposit insurance fund also 
supported this objective. As well, work con- 
tinued on the international front, and on 
reviewing best practices and implementing 
changes in technology. 


To proactively manage the risks of provid- 
ing deposit insurance—Staying abreast of 
current and emerging economic trends and 
conditions in Canada and abroad, and actively 
monitoring the performance of members 
were key initiatives in this area. Significant 
resources were added to CDIC’s member 
institution risk assessment function during 
the year. As well, the Corporation focused 
on reviewing and adapting new processes 
and tools, and on contingency planning for 
potential institution failures. 


To continually assess and enhance relation- 
ships with stakeholders—Reviewing and 
managing relationships with members, the 
public and regulators is an important element 
of the ongoing business of CDIC. 
Information and knowledge gained from var- 
ious stakeholder initiatives were fed into the 
organization’s knowledge management system, 
ensuring that all operational areas could benefit 
from the information. CDIC’s public aware- 
ness campaign on deposit insurance in Canada 
formed part of the initiatives aimed at 
achieving this objective. 


To sustain a strong people and knowledge 
base—These two resources are at the core of 


CDIC’s work. CDIC prides itself on the 
quality of its workforce. Accordingly, much 
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effort is devoted to ensuring that employees 
receive the training they require to meet the 
demands of their work, and to harnessing 
and sharing knowledge across all areas of the 
organization. In 2000/2001, CDIC devel- 
oped a Human Resources Strategy and Plan. 
The organization also completed employee 
training on advanced new office automation 
software, which is vital to moving forward 
with new information technologies. In the 
same vein, CDIC developed an Information 
Technology Strategic Plan to ensure that its 
technological resources are keeping pace with 
industry trends, and changing strategic 
demands. Work also continued on reviewing 
and updating job descriptions and an 
employee satisfaction survey was undertaken 
at year-end. 


Tracking progress — 
the Scorecard 


The Performance Management Scorecard on 
the following pages provides highlights of the 
years performance against the corporate 
objectives. The Scorecard indicates that, with 
few exceptions, CDIC met its targets for 
2000/2001. Initiatives showing slippage in 
terms of progress have been incorporated 
into CDIC’s Corporate Plan priorities for 
the upcoming year and are not material. 


Corporate 
Objectives: 
Linking Activities 
with Mandate 


During 2000/2001 CDIC 
worked to achieve four 
corporate objectives. 
The objectives for 
2000/2001 were to: 


ensure CDIC’s finan- 


cial stability and effi- 
cient operations 


proactively manage 
the risks of providing 
deposit insurance 


continually assess 
and enhance 
relationships with 
stakeholders 


sustain a strong 
people and knowl- 
edge base 
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Performance Management Scorecard — For the year ended March 31, 2001 


Corporate Objective: [ Overall Rating: A E 
To ensure CDIC’s financial stability and efficient operations oo he al 


Key Supporting Initiatives: 

@ Apply effective performance measurement and management in all areas. & 

@ Identify benchmarks for comparison with other deposit insurers (best practices). ¥ 

® Knowledge management: preserve best practices, research emerging issues, develop and maintain policies and procedures. A 
® Maintain an effective corporate planning process. & 

@ Maintain an efficient payout process. A 

@ Maintain efficient and effective liquidation strategies. A 

® Continue international work and information exchange with other agencies and countries. & 

& Maintain an effective treasury function; continually assess premium levels, surplus, and the provision methodology. & 


® Apply Eeeogey USGI as per Information Technology ee Plan. & 


Measures Targets" Performance e Against Targets 


i 
' 


coossannensonon 


Aciaal expenses erecded budget by 
$544 thousand, or 2. 7%. W 


NOME DINE [SIAN LALIT MIELE ELLE ODOT 


Actual oe. foracactod costs within 


| Performance against budget 
/ budget. 


OME LOLOL EEE LOO MES NN LENE LEADS RBs 


| Level of surplus/provisions. | Surplus position and fully funded 
provision 


Current Provision for ee Losses of 
$400 million. CDIC in surplus position. At 

year-end, the actual surplus ($455 million) | 
exceeded the planned surplus of 

ey million ae oe million. & 


| sence eae 


A On schedule for completion and within budget as per original plans. 

v Experiencing some slippage in terms of time to completion and/or budget overruns. 

® Stopped and/or has fallen significantly behind schedule and/or is significantly over budget. 
@ Cancelled. 

Note: Key financial information reported in blue italics. 


Corporate Objective: pi re 


; ; oo nat [Overall Rating: & 
To proactively manage the risks of providing deposit insurance | Overall Rating: ee 


Key Supporting Initiatives: 

@ Perform proactive risk assessment, monitoring, problem identification, effective intervention solutions, and payout. A 
® Maintain efficient risk management tools (upgrade valuation model). © 

® Manage litigation proactively. & 

@ Ensure processes are in place for compliance verification and management. & 

@ Maintain a process for by-law review, updates, and development. A 


® Manage knowledge: preserving best practices, researching emerging issues, developing and maintaining 
policies and procedures. A 


® Upgrade the Standards and the related compliance and reporting processes. A 

® Identify issues and prepare contingency plans for the failure of any size and type of institution. A 
™ Prepare papers on policy issues. & 

@ Maximize net claims and recoveries. & 
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Corporate Objective: 
To piocclvely MELEE ed the risks of Deg deposit insurance (continued) 


Performance Against Targets 


. Measures Targets 


rere) oF eropeteddes: to deat rib ae | Fully brepared to deal with Payout re-engineering underway. Potential 


ae = os 


i in place and ongoing development 
=e continues. A 


function. 


| 


tial failures. potential failures (e.g., access to human resources identified to deal with failures. 

Wee . | and technical resources, funding). ss | Contingency planning ongoing. A 
Actual NPV recoveries Actual NPV forecasts for the five-year 4 Recoveries exceeded projections by $20. 1 | i 

against plan. | Planning period — zero unexplained variance. | million for the year onde? March 31, 2001. A 
Ae LAH RRNA HAAR RR NHN MAA LALA YER SISSON ORE ELEE PADS AISLE I ESSLESESIERSEY saa UE SARLAAAOAL ASE REESESIESEESSELESEESEESSDDSSESODMLALTLLLLT BLEU ESLESSEESSSSSCEUBSIESUEELILILILULLLAESESSOPSSEOSSEUEEGSUDEELALMLASEASEIESSSEESSENSEESIDD ena rate ee RLIULULILLLLULALLSBO ESOS SOORE ULLAL IBAA AORSERSOSSCALUL ALATA OSS ARORA EEL VIL ILDUAGSYSSSSIELIALULLADUALUINA DOU ALLL OLLIE LLORES ANY | 
| identification, awareness, and assessment | Awareness of emerging issues affecting | An analyst in this area has been hired, and | 
of emerging issues affecting CDIC and the | CDIC and the financial services industry. | work on full integration of emerging 
financial industry. | _ issues with risk assessment work is 
ie | mae expected to be completed in 2001/2002. & _| 
a 4 
Capability and capacity to assess risk. Enhance a risk assessment | Expanded risk assessment function is 
| | 


ee nN 


| 
| 


Se oS 


A On schedule for completion and within budget as per original plans. 

v Experiencing some slippage in terms of time to completion and/or budget overruns. 

@® Stopped and/or has fallen significantly behind schedule and/or is significantly over budget. 
@ Cancelled. 


Note: Key financial information reported in blue italics. 


Corporate Objective: — 
[ Overall Rating: A 


To continually assess and enhance relationships with stakeholders hart Miele 


Key Supporting Initiatives: 

® Develop and implement a communications strategy. & 

® Ensure timely, effective responses to members. & 

@ Produce quality corporate plans and annual reports. & 

® Conduct internal audits. A 

® Continue international work. A 

@ Research emerging issues and tie into the knowledge management process. & 
@ Enhance collaborative efforts with OSFI and provincial AUTEM A 


Measures _Targets Performance Against Targets 


Level of depositor awareness. 


: 
q 


IN cccceneeceosncecoog 


Pear over “year i increases in awareness Measure of awareness survey Conduceds / 
_ levels leading to a level of at least 70% i 
after five years. 


g 


| te cocaciance By he ubes 


in March 2001. & 


4 
/ Manegeqeat is addressing situations ec | 
i non- “compliance with CDIC by- laws. Aa | 


Number. of members i in : compliance with 
FCDIC 2g ae. 


Percentage change i in n Standards 
deficiencies reported. 


= the trend is toward a fede on in deficien- 
_ cies. A Standards Adherence report is 
being developed for reporting to the Board 

i in Ql of 2001/2002. at 


Movement of members between i earouar year acrovemmenta in s itiboe | here ve nsueutions 1 in ecaegor 1 tnas? 
premium categories. "tion among premium categories. increased, despite the conclusion of the 
transition period. a7 


es etabesers YAO ANT ASRSSSSS RA LINN preaeraES (cites ” (esas So MOORLAND Ra np eS Om nso at 


CDIC compliance with. authorities (includ- | 100% Reneience ee te Corsoraher: 100% compliance re: “all Statutory report- | 
ing appropriately addressing all audit i ing and filing requirements. All audit and | 
and Special Examination | special examination recommendations | 
recommendations). | being appropriately addressed via con- 
solidated corporate action matrix and 

| tracked by the Audit Committee. & 


wrtasenoneonsetnl aiossneeneisnsth 


mcrerionnesnen sci oan —— 


On eh adits ie compistian ae within. ipudgens as per Perna mines 

Experiencing some slippage in terms of time to completion and/or budget overruns. 
Stopped and/or has fallen significantly behind schedule and/or is significantly over budget. 
Cancelled. 


Qearp| 


Note: Key financial information reported in blue italics. 
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Performance Management Scorecard — For the year ended March 31, 2001 (continued) 


| Overall Rating: A | 


Corporate Objective: 
To sustain a strong people and knowledge base 


Key Supporting Initiatives: 

@ Formalize a knowledge management strategy and framework. A 
® Continue international work with other deposit insurers. A 

® Develop a human resources strategy linked to the corporate strategic direction to maintain core competencies and high-quality staff. A 
®@ Develop and administer employee surveys. & 

® Conduct ongoing compensation/reward surveys. & 

® Using performance appraisals, perform analysis to identify any skills gaps in succession planning. & 

§ Identify, implement, and support appropriate support systems and tools (e.g., technology, records management system). A 

®@ Develop an internal communications strategy. “” 

@ Develop an information technology strategic plan. A 


g 


: 


_Measures _ Targets — 


‘set out in the performance manage- : management plan and the human 
_ment plan and the human resources | resources strategy by September 
|and technology strategy. | 2000. 


CALLAN LULA soso DDN SIL LULL 


Compensation and reward system 
_competitive with industry to attract 
and retain skilled staff. 


V 
AIOE 


AMALIA ANIMATE 


i 

TT 

| 95% employee retention rate. 
iu 

; 


1? 


ON 
Ny 


a (OAS LAL UHR EATERIES SST SY ALAIDUU 


|Skills ane qucificalione of all staff 
will match current job requirements. 


1 ANAL IML DULEN ELLUM 


| 100% o cues training enced / 
through performance appraisals will 


be undertaken within two years. ' 


= AALS OCH LSE ARIS LULLOOLAL LL ELL LN 


Employee satisfaction. 


i 
_ Improved survey results against | 
benchmarks. ' 
i i 
ae a oismioesiate WOU ices ae 
@ 


oe competencies. 
petencies reflected in position 
E | description. i 


‘Technology — lap propiletenecs 


_of technology as an enabler. 


| Technology benchmark to be 
| established. 


‘4 


i 
Fy 
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On schedule for completion and within budget as per original plans. 


Qe<«= P 


Cancelled. 
Note: Key financial information reported in blue italics. 
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Performance Against Targetss 


ithe HR Sear ae as HR plan were tabled” 
_ during the year with the Employee Relations 
_ Committee of the Board of Directors. A 


VANILLA 


aaa 


A new, Board approved compensation and reward 
system, designed to be competitive within CDIC’s 
industry group, was implemented effective April 1, 
2000. 

Within the unique sector that includes Information 
Technology employees, CDIC experienced a higher | 
turnover rate leading to an overall retention rate of | 
91% for the year. 


eee 


Critical training provided in-house to all employ. 
ees on office automation software. No other criti- 
cal training was identified. A 


New survey process paonshed to obtain more 
informative data on employee satisfaction. Results 
will be available in 01/02 of 2001/2002 A 


psec 


i Ah a Se EE SEAT 
100% of identified current core com. | Ongoing process of review and update of job 
| descriptions. During 2000/2001 the job evaluation 


committee reviewed a total of 16 positions. A 


OS OID RR ECICE 


Not completed. Benchmarking work deferred to an 
uncertain future date as a result of resource repri- | 
oritization. O 


Experiencing some slippage in terms of time to completion and/or budget overruns. 
Stopped and/or has fallen significantly behind schedule and/or is significantly over budget. 
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|_| Domestic Banks and Subsidiaries 


Total 
i As at CDIC fiscal year-end 


MEMBERSHIP PERFORMANCE AND PROFILE —- 2000/2001 


MEMBERSHIP 
PERFORMANCE 


Changes in CDIC Membership 


In fiscal 2000/2001 the number of CDIC 
member institutions declined substantially 
(Figure 1). This decline arose largely from 
the recently adopted changes to the legisla- 
tion that have authorized certain banks to 


opt out of CDIC membership. 


During the year, six banks were authorized to 
accept wholesale deposits (deposits of $150,000 
or more) payable in Canada without being 
CDIC members. Three other members 
ceased accepting deposits (upon receiving 
regulatory approval for voluntary dissolution) 
and therefore had their policy of deposit 
insurance cancelled. A number of amalgama- 
tions also occurred during the year, further 
reducing membership. 


The contraction in the number of member 
institutions was limited by the approval for 
membership of seven applicants during 

the year. 


MEMBER INSTITUTIONS 


& Subsidiaries of Foreign Institutions | Domestic Trust & Loan Companies 


Figure 1 
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Financial Performance 


The Canadian and U.S. economies enjoyed 
another good year in 2000, although marked 
by unusual volatility in capital markets and 
some signs of a slowing economy towards 
year-end. CDIC member institutions per- 
formed correspondingly well during the year, 
but results generally reflected the slowing 
economy by the end of the year. 


Profit of Member Institutions 
Exceeds $10 Billion 


In 2000, and for the first time, the profits of 
CDIC member institutions surpassed the 

$10 billion mark, as shown in Figure 2. This 
represents a 3% increase over last year’s level. 
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There was however a levelling off of profits 
towards the latter part of the year, and a sig- 
nificant portion of CDIC’s membership did 
not perform as well as last year. Approximately 
30% of CDIC members saw their profits 
decline compared to last year. Moreover, 13 
member institutions reported losses in 2000, 
compared to ten members in 1999. 


Other Services Fees 

15.4% ~ 12.3% 
Trading 
Income 
20.39 

Securities Commissions ae 
& Underwriting Fees 
25.5% 
* For members’ fiscal year-end 
Figure 3 


Strong Contribution from 
Other Income 


For the second consecutive year, other income 
earned by member institutions surpassed net 
interest income. This contributed strongly to 
the achieved record profits and reflects the 
continued trend toward disintermediation. 


COMPONENTS OF OTHER INCOME (2000)* 


Income from 


Credit & Debit Securitization 


Cards Fees of Assets 
Loan, Guarantee 5.7% / 4.0% 
& Bankers’ \ Service 
Acceptances Fees \ ~ Charges 
8.5% 8.3% 


Investment Management 
and Custodial 
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Other income rose by 19% over the previous 
ye Pp 
year, primarily due to large increases in com- 


_ missions on securities and underwriting fees 


_ on new issues, investment management and 


custodial fees, as well as in trading income. 


As shown in Figure 3, these types of income 
together represent close to 60% of total other 
income. Because many of these activities are 
closely related to the performance of capital 


markets, they can, and have over the past 


year, exposed member institutions to greater 


profit volatility. 


Interest margins for the membership continued 


to decline in 2000. Gross-interest spreads for 


fiscal 2000 amounted to 179 basis points of 


i] 
{ 


average assets, compared to 183 basis points 
in fiscal 1999 and 238 basis points in fiscal 
1996. This was due to a drop in the spreads 
of domestic banks. Foreign bank subsidiaries 
and trust and loan companies for their part, 
reported increased spreads for fiscal 2000. 


Profits last year were affected to some extent 


by the slight deterioration in efficiency ratios. 


Operating expenses at member institutions 
increased by approximately 10% in fiscal 
2000, outpacing the asset growth. 


Total Assets Remain 
Relatively Stable 


The total assets of member institutions 
increased by about 7% to $1.5 trillion last 
year. Most categories of assets, with the 
exception of cash and reverse repurchase 
agreements (reverse repos)’, expanded this 
year. The securities portfolio (securities held 
for investment and trading purposes) and 
derivative related amounts’ experienced the 
fastest growth, with growth rates of 11% and 
18% respectively. This reflects the increasing 


involvement of institutions in financial markets. 
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ASSET MIX (2000)* 


Derivatives 
Related Other 
Amounts Asets 


Other a 
Loans 222 7.8% Gash 
2.8% — 5.8% 


Mortgage Loans 
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| 

i 

i 

i 

20.1% | 
Securities 

22.4% | 

Commercial 

Loans Consumer i 

18.6% Reverse REPOs_ Loans i 

6.8% 9.9% 

* As at members’ fiscal year-end | 
L Figure 4 | 
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‘A repurchase agreement, or repo, is an agreement whereby an institution agrees to sell securities at a specified price 
and repurchase them on a specified date and at a specified price. The transaction is regarded as a liability for account- 
ing purposes. A reverse repo is the opposite of a repo and involves the purchase and subsequent sale of a security. 


Reverse repos are treated as collateralized loans. 


| ° Derivative related amounts include unrealized gains on derivative instruments, deferred losses on hedging instruments, 


margin requirements and premiums paid. 
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Percent of Total Loans 
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Members securitized close to $80 billion in 
assets (excluding third-party asset securitiza- 
tions), which represents an increase of 23% 
over the previous year’s level of asset securiti- 
zation. The assets securitized in 2000 consisted 
mostly of conventional and insured residential 
mortgages, commercial loans and credit card 
loans. These securitizations reduced the overall 
growth of risk-weighted assets, thereby con- 
tributing positively to institutions’ increased 
risk-based capital ratios. 


Totalling $868 billion, loans continue to be 
the largest asset category on the balance sheets 
of member institutions. As shown in Figure 4, 
total loans, which include loans to individuals 
and corporations for business purposes, and 
mortgage loans, represented at fiscal year-end 
approximately 58% of total assets. 


Impaired Loans are Inching up 


Although the level of impaired loans is still 
very low, it has increased relative to last year 
and into 2001. At the end of fiscal 2000, 
gross impaired loans represented approxi- 
1.2% of all loans, 


as shown in Figure 5. 


mately 


Allowances for loan losses, 
WB Provided including general 
allowances, exceeded all 
impaired loans at year-end. 
This was the result of sig- 
nificant increases in both 
specific provisions and 


general allowances. 


Specific provisions 
increased this year by 8% 
and reached close to 

$5 billion. At the end 

of fiscal 2000, member 


2000 


Figure 5 
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PF 
institutions’ general allowances totalled 


$7.0 billion, representing 47 basis points 


of total assets. 


As shown in Figure 6, capitalization—as 
measured by the Bank for International 
Settlements’ risk-based capital ratio—contin- 
ued to improve during 2000, except for the 
trust and loan companies. In this case, rapid 
expansion in assets outpaced the growth in 
capital. Despite this decline, the capitalization 
of this group remained above industry average. 
Average asset-to-capital leverage ratios for all 
peer groups declined slightly in 2000. 


Adherence to Standards of 
Sound Business and Financial 
Practices 


For each of the last six years, member insti- 
tutions have reported their adherence to the 
Standards through the Standards Assessment 
and Reporting Program. As shown in Figure 
7, total deficiencies either reported by the 
member institutions, or identified by exam- 


iners and CDIC, generally declined in 2000 


compared to previous years. Member-identified 
deficiencies in meeting the Standards 
remained about the same while examiner and 
CDIC-reported deficiencies declined to a 
larger extent. Of the deficiencies reported by 
members, 25% were carried over from 1999. 
Overall, 78% of the reported deficiencies 
related to two specific Standards: Internal 
Control and Credit Risk Management. 


CDIC continued throughout 2000/2001 to 
monitor adherence to the Standards, ensuring 
that outstanding deficiencies were being 
addressed. Deficiencies identified by the exam- 
iners and CDIC accounted for 25% of the 
total in 2000, 57% in 1999 and 20% in 1998. 
In general, member institutions have addressed 
their deficiencies in a timely manner. 


Differential Premiums By-law 


Premium Categories of Member 
Institutions 


The year 2000 was the second year of imple- 
mentation of the Differential Premiums By-law. 
Under this By-law, CDIC scores member 


_ institutions according to a variety of quanti- 


i 


tative and qualitative criteria. Quantitative 
factors include capital adequacy, profitability, 


_ income volatility, efficiency and asset quality 


concentration. Qualitative factors include the 


Numer of Deficiencies 


Interest 
Rate Risk 
Management Management 


Internal Foreign 


Control 


Liquidity 
Management 


NUMBER OF TOTAL DEFICIENCIES BY STANDARD 


Credit Risk 
Exchange Risk Management 


examiner's rating and adherence to the 
Standards. Member institutions are required 
to file quantitative results by April 30. Recog- 
nizing that year 2000 was still a transition 
period, CDIC increased the quantitative 
scores of all member institutions by 10%. 
There will be no adjustment thereafter. 


Depending on their total score, member 
institutions were placed in one of four premi- 
um categories: category 1 is the highest-rated 
(best) category; 4 is the lowest-rated (worst). 


The rate for category 4 was set at 50% of the 
maximum premium rate of 1/3 of 1% of 
insured deposits, or the same as category 3. 
Next year, the rate for category 4 will be 100% 
of the maximum allowed under the CDIC 
Act. The rates for categories 1, 2 and 3 
remained at 1/24 of 1%, 1/12 of 1% and 1/6 
of 1% respectively for the premium year 2000. 


For the 2000 premium year, 77% of member 
institutions ranked in the highest premium 
category, up from 70% for the last premium 
year. In 2000 and 1999, over 90% were 
placed in categories 1 and 2. 
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The following profile provides comparative 
information on CDIC’s membership for the 
last five years. The profile is not intended, in 
any way, to reflect or otherwise comment on 
risk to CDIC. The profile has been prepared 
from financial information supplied by the 
members through the Bank of Canada, the 
Office of the Superintendent of Financial 
Institutions and the Financial Services 
Commission of Ontario, and from financial 
information received directly by CDIC from 
provincial members. Every effort has been 
made to ensure the correctness of the compi- 
lation; however, because the financial infor- 
mation comes from varied sources CDIC 


does not guarantee its accuracy. 


In providing such information CDIC is limited 
by the availability of the financial information 
in a readily accessible format and by confiden- 
tiality requirements. It should be noted that 
the financial information presents aggregates 
and averages. Within such aggregates and 
averages the financial information for indi- 
vidual members can vary significantly. In 
addition, off-balance sheet activities, including 
estate, trust and agency business, are not 


included. 


Based on the March 31, 2001 CDIC mem- 
bership, the financial information has been 
classified into three major peer groups: 
Domestic Banks and their Subsidiaries, 
Subsidiaries of Foreign Institutions and 
Domestic Trust and Loan Companies. These 
peer groups reflect different characteristics 
established by governing legislation and reg- 
ulatory frameworks. 


The information compiled is presented 
as follows: 
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1.0 Membership information 

2.0 Summary financial information — 
total CDIC membership 

3.0 Asset size and quality measures — 
member peer groups 

4.0 Deposit liabilities in Canada 

5.0 Capitalization measures 

6.0 Income and profitability measures 


Note: In its five-year tables, CDIC re-states 
the peer group results of prior years to reflect 
the current year’s membership. Accordingly, 
the following tables exclude the financial 
information of institutions that were no 
longer members as at March 31, 2001. 


1.0 MEMBERSHIP INFORMATION 


1.1 CDIC Members as at 
March 31, 2001° 


Domestic Banks and Subsidiaries = 


Bank of Montreal 

Bank of Montreal Mortgage Corporation 
Trust Company of Bank of Montreal (The) 
Bank of Nova Scotia (The) 

Bank of Nova Scotia Trust Company (The) 
Montreal Trust Company 

Montreal Trust Company of Canada 
National Trust Company 

Scotia Mortgage Corporation 

Victoria and Grey Mortgage Corporation 
Canadian Imperial Bank of Commerce 
Amicus Bank 

CIBC Mortgage Corporation 

CIBC Mortgages Inc. 

CIBC Trust Corporation 

Services Hypothécaires CIBC Inc. 
Canadian Western Bank 

Canadian Western Trust Company 
Citizens Bank of Canada 

Citizens Trust Company 

CS Alterna Bank 


Laurentian Bank of Canada 

B2B Trust 

Laurentian Trust of Canada Inc. 
LBC Trust 

Manulife Bank of Canada 

National Bank of Canada 

General Trust of Canada 

Natcan Trust Company 
President’s Choice Bank 

Royal Bank of Canada 

Royal Bank Mortgage Corporation 
Royal Trust Company (The) 

Royal Trust Corporation of Canada 
Toronto-Dominion Bank (The) 
Canada Trust Company (The) 


_ Canada Trustco Mortgage Company 


First Nations Bank of Canada 

TD Mortgage Corporation 

TD Pacific Mortgage Corporation 
Total: 40 


_ Domestic Trust and Loan Companies 


AGF Trust Company 

CIBC Mellon Trust Company 

Clarica Trust Company 

Community Trust Company Ltd. 
Co-operative Trust Company of Canada 
Desjardins Trust Inc. 


_ Effort Trust Company (The) 
_ Equitable Trust Company (The) 


Fortis Trust Corporation 
Home Trust Company 
Household Trust Company 


| Industrial-Alliance Trust Company 
_ Investors Group Trust Co. Ltd. 


Trust Company of London Life (The) 


_ League Savings & Mortgage Company 


Maple Trust Company 


~MCAP Inc. 
_MD Private Trust Company 
_M.R.S. Trust Company 


Pacific & Western’s eTrust of Canada Inc. 


Peace Hills Trust Company 
Peoples Trust Company 
Standard Life Trust Company 


® Member institutions with common affiliation have been grouped together, starting with the member having the largest 


assets and then in alphabetical order. 
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Sun Life Financial Trust Inc. 
Trimark Trust 
Total: 25 


Subsidiaries of Foreign Institutions — 


Amex Bank of Canada 
Banca Commerciale Italiana of Canada 
Bank of China (Canada) 

Bank of East Asia (Canada) (The) 

Bank of Tokyo-Mitsubishi (Canada) 

Bank One Canada 

BNP Paribas (Canada) 

Chase Manhattan Bank of Canada (The) 
Citibank Canada 

Comerica Bank — Canada 

Computershare Trust Company of Canada 
Credit Suisse First Boston Canada 

CTC Bank of Canada 

Deutsche Bank Canada 

First Data Loan Company, Canada 

Habib Canadian Bank 

HSBC Bank Canada 

CCF Canada 

HSBC Mortgage Corporation (Canada) 
HSBC Trust Company (Canada) 

ING Bank of Canada 

Equisure Trust Company 

International Commercial Bank of Cathay 
(Canada) 

Korea Exchange Bank of Canada 

MBNA Canada Bank 

Mizuho Bank (Canada) 

National Bank of Greece (Canada) 
Northern Trust Company, Canada (The) 
Société Générale (Canada) 

Sottomayor Bank Canada 

State Bank of India (Canada) 

State Street Trust Company Canada 
Tokai Bank Canada 

UBS Bank (Canada) 

UBS Trust (Canada) 

United Overseas Bank (Canada) 

Total: 36 


‘: TOTAL: 101 members 
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1.2 Membership Changes: April 1, 1996 — March 31, 2001 


New Members _ 


May 22, 1996: 
Swiss Bank Corporation Trust 


December 4, 1996: 
ING Trust Company of Canada 


December 4, 1996: 
First Nations Bank of Canada 


January 22, 1997: 
Citizens Trust Company 


September 10, 1997: 
MBNA Canada Bank 


September 10, 1997: 
Rabobank Canada 


October 24, 1997: 
Services Hypothécaires CIBC Inc. 


May 21, 1998: 
Comerica Bank — Canada 


December 2, 1998: 
CTC Bank of Canada 


Other Membership Changes 


April 1, 1996: 

Mitsubishi Bank of Canada amalgamated with 
The Bank of Tokyo Canada - continuing as 
Bank of Tokyo-Mitsubishi (Canada). 


April 23, 1996: 
Aetna Trust Company changed its name to 
Canadian Western Trust Company. 


May 22, 1996: 
North American Trust Company ceased to 
accept deposits — policy cancelled. 


June 4, 1996: 

Security Home Mortgage Corporation’s policy 
was terminated. A winding-up order was 
issed by the Alberta Court of Queen’s Bench 
on December 4, 1996. 


August 31, 1996: 

Barclays Bank of Canada amalgamated with 
Hongkong Bank of Canada - continuing as 
Hongkong Bank of Canada. 
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December 2, 1998: 
MD Private Trust Company 


December 2, 1998: 
President’s Choice Financial Trust Company 


April 5, 2000: 
CCF Canada 


May 31, 2000: 
First Data Loan Company, Canada 


May 31, 2000: 
Habib Canadian Bank 


September 27, 2000: 
CIBC Mellon Trust Company 


December 6, 2000: 
Industrial-Alliance Trust Company 


January 31, 2001: 
Amicus Bank 


January 31, 2001: 
Computershare Trust Company of Canada 


October 30, 1996: 
Canadian Western Trust Company was con- 
tinued as a federal trust company. 


October 31, 1996: 
Family Trust Corporation ceased to accept 
deposits — policy cancelled. 


November 1, 1996: 

Chemical Bank of Canada amalgamated with 
The Chase Manhattan Bank of Canada - con- 
tinuing as The Chase Manhattan Bank of 
Canada. 


November 1, 1996: 
BLC Mortgage Corporation ceased to accept 
deposits — policy cancelled. 


December 30, 1996: 

Savings and Investment Trust amalgamated 
with Laurentian Trust of Canada Inc. — contin- 
uing as Laurentian Trust of Canada Inc. 


December 31, 1996: 

The Municipal Trust Company and The 
Municipal Savings & Loan Corporation 
ceased to accept deposits — policy cancelled. 


January 1, 1997: 

Israel Discount Bank of Canada amalgamated 
with Republic National Bank of New York 
(Canada) — continuing as Republic National 
Bank of New York (Canada). 


January 1, 1997: 
Credit Suisse Canada changed its name to 
Credit Suisse First Boston Canada. 


January 1, 1997: 


_ First Line Trust Company changed its name 


to CIBC Mortgages Inc. 


January 13, 1997: 
Bayshore Trust Company changed its name 
to Trimark Trust. 


January 20, 1997: 

Citizens Trust Company was continued as a 
Schedule II bank under the name Citizens 
Bank of Canada. 


February 28, 1997: 
Daiwa Bank Canada ceased to accept 
deposits — policy cancelled. 


_ August 18, 1997: 
_ING Trust Company of Canada was continued 


as a Schedule II bank under the name ING 


- Bank of Canada. 


_ August 18, 1997: 


Merchant Private Trust Company changed its 
_ name to Connor Clark Private Trust 
Company. 


October 28, 1997: 
- Bonaventure Trust Inc. was continued as a 


federal trust company under the name 
Bonaventure Trust Company of Canada. 


November 14, 1997: 


Laurentian Bank of Canada was continued as 
a Schedule | bank. 


February 27, 1998: 
Granville Savings and Mortgage Corporation 


ceased to accept deposits — policy cancelled. 
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February 27, 1998: 

Bonaventure Trust Company of Canada 
changed its name to Standard Life Trust 
Company. 


March 12, 1998: 
National Trust Company was continued as a 
federal trust company. 


May 1, 1998: 

National Westminster Bank of Canada amal- 
gamated with HongkongBank Loan 
Corporation that in turn amalgamated with 
Hongkong Bank of Canada - continuing as 
Hongkong Bank of Canada. 


June 29, 1998: 
Swiss Bank Corporation (Canada) amalga- 
mated with Union Bank of Switzerland 


(Canada) — continuing as UBS Bank (Canada). 


June 29, 1998: 
Swiss Bank Corporation Trust changed its 
name to UBS Trust (Canada). 


September 22, 1998: 
Laurentian Bank Savings and Mortgage 
Corporation changed its name to LBC Trust. 


October 19, 1998: 
Banco Central Hispano-Canada ceased to 
accept deposits — policy cancelled. 


January 4, 1999: 
Hanil Bank Canada changed its name to 
Hanvit Bank Canada. 


March 25, 1999: London Trust & Savings 
Corporation was continued as a federal trust 
company under the name Maple Trust 
Company. 


April 19, 1999: 
Cho Hung Bank of Canada ceased to accept 
deposits — policy cancelled. 


June 16, 1999: 
Sottomayor Bank Canada changed its name 
to Totta & Sottomayor Bank Canada. 


June 21, 1999: 
Hongkong Bank of Canada changed its name 
to HSBC Bank Canada. 


mre CDIC 
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June 21, 1999: 

HongkongBank Mortgage Corporation 
changed its name to HSBC Mortgage 
Corporation (Canada). 


June 21, 1999: 
Hongkong Bank Trust Company changed its 
name to HSBC Trust Company (Canada). 


July 1, 1999: 
Evangeline Trust Company changed its name 
to Equisure Trust Company. 


July 21, 1999: 
The Mutual Trust Company changed its 
name to Clarica Trust Company. 


August 1, 1999: 

Deutsche Bank Canada amalgamated with 
BT Bank of Canada — continuing as Deutsche 
Bank Canada. 


September 13, 1999: 
First Chicago NBD Bank, Canada changed its 
name to Bank One Canada. 


December 1, 1999: 

Fuji Bank Canada was continued as a federal 
trust company under the name ScotiaLoan 
Company. 


December 22, 1999: 

Sun Life Savings and Mortgage Corporation 
was authorized to carry on the activities of a 
trust company under the name Sun Life 
Financial Trust Inc. 


January 1, 2000: 
MTC Mortgage Investment Corporation 
changed its name to MCAP Inc. 


January 25, 2000: 

J.P. Morgan Canada’s application for authori- 
zation to accept deposits payable in Canada 
without being a CDIC member institution 
was approved — policy cancelled. 


March 02, 2000: 

Rabobank Canada’s application for authoriza- 
tion to accept deposits payable in Canada 
without being a CDIC member institution 
was approved — policy cancelled. 
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March 09, 2000: 

Home Savings & Loan Corporation was con- 
tinued as a federal trust company under the 
name Home Trust Company. 


April 1, 2000: 

Republic National Bank of New York 
(Canada) amalgamated with HSBC Bank 
Canada — continuing as HSBC Bank Canada. 


April 19, 2000: 

The Sumitomo Bank of Canada’s application 
for authorization to accept deposits payable 
in Canada without being a CDIC member 
institution was approved — policy cancelled. 


April 20, 2000: 

Sanwa Bank Canada’s application for author- 
ization to accept deposits payable in Canada 
without being a CDIC member institution 
was approved - policy cancelled. 


April 28, 2000: 

Sakura Bank (Canada’s) application for 
authorization to accept deposits payable in 
Canada without being a CDIC member insti- 
tution was approved — policy cancelled. 


May 9, 2000: 
Hanvit Bank Canada ceased to accept 
deposits — policy cancelled. 


May 31, 2000: 

Paribas Bank of Canada amalgamated with 
Banque Nationale de Paris (Canada) — contin- 
uing as BNP Paribas (Canada). 


July 1, 2000: 
Sun Life Trust Company changed its name to 
B2B Trust. 


July 17, 2000: 

Dresdner Bank Canada’s application for 
authorization to accept deposits payable in 
Canada without being a CDIC member insti- 
tution was approved — policy cancelled. 


July 26, 2000: 

ABN AMRO Bank Canada’s application for 
authorization to accept deposits payable in 
Canada without being a CDIC member insti- 
tution was approved -— policy cancelled. 


August 25, 2000: 

Bank of America Canada’s application for 
authorization to accept deposits payable in 
Canada without being a CDIC member insti- 
tution was approved — policy cancelled. 


October 2, 2000: 

Civil Service Loan Corporation was continued 
as a Schedule I] bank under the name CS 
Alterna Bank. 


November 1, 2000: 

Connor Clark Private Trust Company amalga- 
mated with The Royal Trust Company — con- 
tinuing as The Royal Trust Company. 


November 1, 2000: 


The Industrial Bank of Japan (Canada) and 


) 


: 


1.3 Regional Location of CDIC Members* 


Dai-Ichi Kangyo Bank (Canada) amalgamated 
— continuing as Mizuho Bank (Canada). 


November 28, 2000: 
Totta & Sottomayor Bank Canada changed its 


_name to Sottomayor Bank Canada. 


November 29, 2000: 

President's Choice Financial Trust Company 
was continued as a Schedule II bank under 
the name President’s Choice Bank. 


December 6, 2000: 

Pacific & Western Trust Corporation changed 
its name to Pacific & Western’s eTrust of 
Canada Inc. 


January 1, 2001: 

TD Trust Company amalgamated with The 
Canada Trust Company - continuing as The 
Canada Trust Company. 


March 2, 2001: 
Mellon Bank Canada ceased to accept 
deposits — policy cancelled. 


March 2, 2001: 
ScotiaLoan Company ceased to accept 
deposits — policy cancelled. 


As at March 31, 2000 Western Canada 


Domestic banks 
_and subsidiaries 5 


Subsidiaries of 
Foreign Institutions 5 


Domestic trust and 


loan companies 5 


Total 15 


* Based upon the location of the Chief Executive Officer 
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2.0 SUMMARY FINANCIAL INFORMATION — TOTAL CDIC MEMBERSHIP 


2.1 Balance Sheet ($ billions and percentage) | | 


As at members’ fiscal year end 2000 1999 1998 ie 1997 ae 1996" 
Ss & $2 % | SG ee eee 
Assets = co — ped. ee eee OS. .f secerainh 
Cashresources ss. SH CT 8B CA 
Securities | oe 302.6 22 | 2640 19 | 2162 17 | 200.2 19 
Loans 667.9 58 830.3 59 | 833.7. 091s SO see Os | 696.4 66 
Other assets 203.2 14 AZ Omee 12 | 219 saa 10 152.3006 i2an CZ 7 
Total assets 1,493.1 100 1,401.0 100 1,403.8 100 1,248.2 100 _1,061.2__100 
Liabilities | lm Sa ae ms 
Deposits 1,028.0 G2: 960.6 69 920.8' 7566.4) 851.17 7 OSS 06.c 2 
Other liabilities a 391.3 26 370.9 _26 414.8 29 | 341.5 27 _—|_—-245.0 23 
Total liabilities ; 1,419.3 95 1,331.5 95 1,340.6 95 | 1,1926 95 1,011.8 95 
Shareholders’ equity 73.8 2) 69.5 5 63.2 5 55.6 2) 49.4 5 


Total liabilities and 


Shareholders’ equit 1,493.1 100 1,401.0 100 1,403.8 100 1,248.2 100 1,061.2 100 


2.2 Income Statement ($ millions) 


For the members’ fiscal year ending in == 2000 19991998 =~ 1997 1996 
Interest income ; eee 78,858 79,635 __—«66,981_—67,132 
Interest expense , 59,351 53,236 54,716 42,834 43,273 
Net interest income ese __ 25,622 24919 24,147,238, 859 
Provision for impairment _ . 4,121 3,288 2,875 2,269 2,339 
Net interest income after provision for impairment 21,851 22,334 22,044 21,878 21,520 _ 
Other income ee 33,107 Zico 22,332 20,060 13,958 
Net interest income and other income 54,958 50,085 44,376 41,938 35,478 
Non-interest expenses ; - ra, 39,497 35,395 32,161 28,357 24,248 
Net income before provision for income taxes __ 15,461  —_—- 14,690 12,215 13,581 ~—-_ 11,230 
Provision for income taxes _ ee 4,700 4,351 4,983 4,218 
Net income before non-controlling interest === 10,427, 9,990 7,864 8598 7,012 
Non-controlling interest in net income 

of subsidiaries ~~ Zio 150 191 179 124 
Net income 10,148 9,840 7,673 8,419 6,888 
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3.0 ASSET SIZE AND QUALITY MEASURES —- MEMBER PEER GROUPS 


3.1 Total Assets ($ billions and percentage) 


As at members’ fiscal 


) Impaired loans (net) / average shareholders’ equity 


| MEMBERSHIP PERFORMANCE AND PROFILE —- 2000/2001 


year end nese ee 2000 sa 2 1999 1998 1997 1996 
ere 6 $ % $ % $ % $ % 
Domestic banks and 
subsidiaries 1,405.2 94.1 17320:30 94/1 1,520.74. 94.6 1,178.6 94.4 999.8 94.2 
Subsidiaries of Foreign 
Institutions Wo 18.5 5S 66.6 4.7 67.2 48 61.9 5.0 52.9 5.0 
- Domestic trust and loan 
companies 9.4 0.6 8.1 0.6 UES) 0.6 del 0.6 8.5 0.8 
Total 1,493.1 100.0 1,401.0 100.0 1,403.8 100.0 1,248.2 100.0 1,061.2 100.0 
3.2 Impaired Loans to Total Assets (percentage) 
_As at members’ fiscal year end 2000 1999 — 1998 1997 1996 
Domestic banks and subsidiaries =—S——S—O0.7 0.6 0.6 0.7 1.0 
| Subsidiaries of Foreign Institutions 1.1 12] 1.4 1.4 2.1 
_ Domestic trust and loan companies 03 0.5 0.6 0.8 1b 
! Impaired loans (gross) / total assets (gross) 
3.3 Impaired Loans to Total Loans (percentage) 
As atmembers’ fiscal yearend = 2000 1999 1998 1997 1996 
Domestic banks and subsidiaries ==—————‘1.2 ‘le 1 lea es 
| Subsidiaries of Foreign Institutions 1.9 1.9 2.2 2.3 3.4 
| 
/ Domestic trust and loan companies 0.7 0.7 0.9 11 1.6 
| Impaired loans (gross) / total loans (gross) 
3.4 Impaired Loans Unprovided For (percentage) 
As at members’ fiscal year end (2000 — 1999 1998 1997 1996 
_Domestic banks and subsidiaries Rese le.° eve. 2O.2 4.5 25.1 
‘Subsidiaries of Foreign Institutions 13.5 ru Pea). 17.5 d Wi hee’ 22a, 
Domestic trust and loan companies -28.6 -29.0 22 14.2 40.7 
. 1—(Allowance for loan impairment / Impaired loans(gross)) 
3.5 Net Impaired Loans to Total Shareholders’ Equity (percentage) 
_As at members’ fiscal year end 2000 1999 1998 1997 1996 
Domestic banks and subsidiaries =1.8 -2.4 piling 0.8 ayy 
Subsidiaries of Foreign Institutions 22 -0.3 4.6 SS) 13.6 
Domestic trust and loan companies -1.6 -1.8 0.2 ee 5.8 
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4.0 DEPOSIT LIABILITIES IN CANADA 


4.1 Total Deposits ($ billions and percentage) 


As at April 30 — 2000 1999 1998 1997 1996 
$ % $ % $ % $ % $ % 

Domestic banks 

and subsidiaries 863.5" 93.5 812.3 94.3 7917 94.1 731.4 94.2 655.25 89357 | 
Subsidiaries of | 
Foreign Institutions | Biz 5D A304 Ost 44.8 ay) 39.6 Ol Sia/ 5.4 @ 
Domestic trust | 
and loan companies 6.2 0.7 Ob 0.6 5.4 0.6 ey, 0.7 6.0 0.9 @ 
Total 920.9 100.0 861.4 100.0 841.9 100.0 776.7. 100.0 698.9 100.0 — 


4.2 Insured Deposits ($ billions and percentage of Total Deposits) 


As at April 30 2000 1999 1998 1997 1996 
$1 $  — % $ % $ % $  % & 
Domestic banks | 
and subsidiaries SES Sb. 302,00 o7-2 295-0 7es 303.7 41.5 313.1. 47.8 8 
Subsidiaries of 
Foreign Institutions — 8:0 4/2 Sromeno.U 7.4 16.5 Tez 1:2 7.7 20.4 @ 
Domestic trust | 
and loan companies SAO Ld 48 87.3 | 4.7 87.0 5.0 S77 5.3. 88.3 8 
Total 326.0 35.4 315.1 36.6 307.1 36.5 315.9 40.7 326.1 46.7 | 
5.0 CAPITALIZATION MEASURES 
5.1 Capitalization (percentage) ! 
As at members’ fiscal year end 2000 1999 1998 1997 1996 
Domestic banks and subsidiaries 4.8 4.6 4.4 4.5 4.7 
Subsidiaries of Foreign Institutions 185) 6.7 5.6 Biz Bal 
Domestic trust and loan companies 8.8 8.5 8.3 TY Tac? 
Average shareholders’ equity / average assets 
5.2 BIS Risk-Based Capital (percentage)* 
As at members’ fiscal year end 2000 1999 1998 1997 1996 
Domestic banks and subsidiaries 11.8 TS OR 10.1 9.2 
Subsidiaries of Foreign Institutions Ase 13.0 LEO 10.5 10.4 
Federal trust and loan companiess 20.5 Zo 23.0 24.7 33.3 


* BIS (Bank for International Settlements): Provincial trust and loan companies have in most cases to meet capital adequacy requirements that are 
calculated under a different basis. 
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6.0 INCOME AND PROFITABILITY MEASURES 


6.1 Net Income ($ millions) 


For the members’ fiscal year ending in| _ 2000 | 1999 1998 ago 7 1996 
Domestic banks and subsidiaries | 2-0; /64 9/510 7,413 8,070 6,594 
Subsidiaries of Foreign Institutions : 303 248 180 274 226 
Domestic trust and loan companies 81 82 80 75 68 
Total 10,148 9,840 7,673 8,419 6,888 


6.2 Interest Income (percentage) 


For the members’ fiscal year ending in 2000 1999 — 1998 ~ __ 1997 1996 
Domestic banks and subsidiaries eso 48.2 52.8 54.8 63.3 
Subsidiaries of Foreign Institutions A461 45.1 53:1 5o0 61.6 
Domestic trust and loan companies 43.3 46.1 46.4 44.2 48.3 


Interest income: net interest income / total revenue 


6.3 Interest Spread (percentage) 


For the members’ fiscal year ending in 2000 1999 1998 1997 1996 
Domestic banks and subsidiaries - 1B 1.8 | 1.9 22 eee 2.4 
Subsidiaries of Foreign Institutions __ Zul 1.8 ES) eg 2.3 
Domestic trust and loan companies 2.3 2a Jade 2.0 1.9 


Interest spread: net interest income / average assets 


6.4 Non-Interest Income (percentage) 


For the members’ fiscal year ending in __ 2000 1999 _1998 1997 1996 
Domestic banks and subsidiaries 25 2.0 Aer, lt 1.4 
Subsidiaries of Foreign Institutions 2:9 Ze Aled ‘Eg 1.4 
Domestic trust and loan companies 3.0 2.4 2.6 2.5 Ze 


Non-interest income: (trading income + gain (losses) on instruments held for other than trading purposes + other income) / average assets 


6.5 Total Non-Interest Expenses (percentage) 


For the members’ fiscal year ending in 2000 1999 1998 1997 1996 
Domestic banks and subsidiaries ; 3.3 eel 3.0 AL 3.1 
Subsidiaries of Foreign Institutions 4.1 3.6 3.4 3.1 Se 
Domestic trust and loan companies 4.4 35 Sha/ 3.6 oe 


Total non-interest expenses: (non-interest expenses + provision for income taxes + minority interest in subsidiaries + provision for impairment) / aver- 
age assets 
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6.6 Return on Average Assets (percentage) 


For the members’ fiscal year ending in __ 2000 __1999 _1998 1997 
Domestic banks and subsidiaries a 0.7. aL cae Wepre ternv 


Subsidiaries of Foreign Institutions 0.4 — 20 .4-- C0 Se C5 e 


1996 3 


AS. 


Domestic trust and loan companies 0.9 1.0 1.0 0.9 0.8 


ROAA: net income / average assets 


6.7 Return on Average Equity (percentage) 


For the members’ fiscal year ending in __ 2000 199919981997 
Domestic banks and subsidiaries 14.9 “15: 13.5 16.5 


Subsidiaries of Foreign Institutions ne Oe 0.02 2 eee St debe 


1996 — 


14.7 
9.1 


Domestic trust and loan companies 10.6 li2an 12.4 11.8 10.8 


ROAE: net income / average shareholders’ equity 


6.8 Efficiency (percentage) 


For the members’ fiscal year ending in | 2000 1999 | 1998 1997 


Domestic banks and subsidiaries see 58 67.6 63.8 


Subsidiaries of Foreign Institutions . e004 76 2 76.4 pts 


__1996 
63.8 


10.609 


Domestic trust and loan companies 69.6 63.5 65.9 6253 6s 


Efficiency: non-interest expenses / (net interest income + non-interest income) 


CDIC 32> ANNUAL REPORT 2000/2001 


2001 


j 


/ 


ANNUAL REPORT 2000 


Lu 
O 
= 
< 
= 
a 
Lu 
> 
O 
O 
Lu 
k= 
< 
cc 
O 
oO 
oc 
S 
SS 


CDIC’s Corporate 
Risk Project 


The Corporation has 
several mechanisms 
in place to mitigate its 
risks and promote a 
strong internal control 
system. To formally 
recognize these 
processes and pro- 
vide a more integrat- 
ed approach to risk 
management, a cor- 
porate risk project 


was undertaken. 


As a result of this 
project, a corporate 
risk assessment 
framework is being 
developed to assist 
the Corporation in 
ensuring that it is able 
to meet its business 
objectives and as a 
means to provide 
assurances to man- 
agement and the 
Board of Directors 
that the risks CDIC 
faces are properly 
managed and it has 
an appropriate control 


structure in place. 


M CORPORATE GOVERNANCE 


| 
| 
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The Canada Deposit Insurance Corporation 
was established in 1967 under the Canada 
Deposit Insurance Corporation Act. The Act 
sets out CDIC’s objects, powers and duties, 
as well as general terms for deposit insurance 
and other governing parameters. CDIC 
functions within the legal framework estab- 
lished by the CDIC Act and the Financial 
Administration Act and by the amendments 
made to these Acts over the years. The 
Corporation is ultimately accountable to 
Parliament through the Minister of Finance 
for the conduct of its affairs. 


Board of Directors 
The CDIC Act states that the Board of 


Directors “shall administer the affairs of the 
.. The Board is 
made up of the Chairperson, appointed by 


Corporation in all things .. 


the Governor in Council during good behay- 
iour for a five-year term, four ex officio 
directors—the Governor of the Bank of 
Canada, the Deputy Minister of Finance, 

the Superintendent of Financial Institutions 
and the Deputy Superintendent—and four 
private sector members, also appointed by 
the Governor in Council for a term not 
exceeding three years. 


In July of 2000, CDIC commissioned an 
outside review of its Board governance practices 
to highlight any areas that might require 
improvement or change. The review was 
undertaken in two parts: the first included a 
written questionnaire distributed to all Board 
members, followed by telephone interviews 
with directors and alternates; the second part 
consisted of a review of Board governance 
material and current practices. 
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According to the results of the review, gover- 
nance practices at CDIC are generally good. 
While no critical issues were identified, a 
number of constructive recommendations 
were made for improving the Board’s opera- 
tions. One of the most important areas cited 
was the need for the Board to enhance its 
involvement in the strategic planning process 
leading up to the annual approval of the 
Corporate Plan. As a result, the Board will 
devote a full session each year to strategic 
planning and direction-setting of the 
Corporation. Other areas for improvement 
included the need to annually determine the 
skills and experience required by the Board 
as well as a strategy for communicating these 
requirements to Parliament and a clear artic- 
ulation for the Board of the Corporation’s 
succession planning process. The development 
of a formal performance review process for the 
President and CEO was also recommended. 
As a result of the report, in January 2001 the 
Board created an ad hoc committee to review 
not only the recommendations of this report, 
but also to weigh the applicable recommen- 
dations of the Report of the Auditor General 
of Canada to the House of Commons 
(Chapter 18, Governance of Crown 
Corporations, December 2000), and to review 
the Department of Finance/Treasury Board 
of Canada “Corporate Governance in Crown 
Corporations and Other Public Enterprises: 
Guidelines” (1996). The Ad Hoc Committee 
held two meetings in February and March, 
2001 to review these recommendations and 
guidelines and determine an appropriate 
approach to addressing them. Some of the 
recommendations have already been imple- 
mented. It is expected that all of the recom- 
mendations will be addressed by March 31, 
2002 and the results reported in next year’s 
annual report. 


: 


| 
| 


Composition of Board 


On March 31, 2001, the composition of the Board was as follows: 


Ronald N. Robertson | Tracey Bakkeli__ ] ‘Via eur ir Bergeron _ 
Chairperson of the Board _ Consultant i | Partner 

Canada Deposit Insurance Corporation Regina | Bergeron Gaudreau Laporte 
(September 15, 1999*) | (March 1, 2001*) | Hull 


| (April os pee 


cs 
| 
| 
| 


_H. Garfield Emerson | Nicholas Le Pan 
President and Chief Executive Officer | | Deputy Superintendent 
Bank of Canada N M Rothschild & Sons Canada 


(ex officio) Limited | 
(February 1, 2001*) _ Toronto | (September 1, 1997*) 


(December 20, 2000*) 


David A. Dodge 
Governor 


Office of the Superintendent of : 
Financial Institutions (ex officio) | 


Kevin Lynch Colin P. MacDonald ‘John R. v. Palmer. : 
Deputy Minister of Finance | Partner | Superintendent of Financial Institutions 
(ex officio) Borden Ladner Gervais LLP | | (ex officio) | 
(March 20, 2000*) | Calgary _ (September 1, 1994”) 

| (December 20, 1997*) | 


LAA SOSCLCL LLL TLIO ONCE EEIRITIITONRROOEALAMO LL OAEEE I Scdcndcteceaoeanues Leon SASSI TITS OCCOH AICI HC ttc eC DITION TENE PREECE LENSE ELLIOT ENOLASE SCUTTLE SEP EHEIN ROOTES 


POSER R OUP IL TALL EISESSOSCEASILIL TELLS OO ERAS ELROD SLILS LEASES SSSESUA ITLL TUELNN OEE SEES SLIPS ROSLOT ALT LI ILLES SESE EIEOEESEEOR ADO LORISATRISEN CSCS EEUILL ALTHO ELE ESSN TENLISL ITLL 


oe eee 


* Date of Governor-in-Council appointment 


The alternates were: 


/tan Bennett John Doran Serge Vachon | 
Associate Deputy Minister | Assistant Superintendent, Supervision Advisor | 
Department of Finance | OSFI Bank of Canada 
(October 20, 1997*) | (June 16, 2000*) | PED Dae Zi peak | 


* Date of appointment 


Board Committees 


As at March 31, 2001 there were three standing Board committees and one ad hoc committee. 


The Executive Committee deals mainly with emergencies, highly sensitive matters and other issues delegated to it by 
the Board of Directors or with issues referred to it by the Chief Executive Officer. It is chaired by the Chairperson of 
CDIC. As of March 31, its other members were H. Garfield Emerson and John R. V. Palmer. 


The Audit Committee has primary responsibility for overseeing internal controls, the reliability of financial informa- 
tion, the annual audit and the special examination conducted every five years by the Auditor General of Canada. The 
committee is also responsible for recommendations to the Board of Directors on the approval of annual financial 
statements. As of March 31, the chairperson of this committee was H. Garfield Emerson and the other members 


were Viateur Bergeron and John R. V. Palmer. There was one vacant position. 
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The Employee Relations Committee reviews and makes recommendations to the Board regarding personnel 
policies, training, succession planning, compensation, compliance with employee-related legal requirements, 
complaints and other employee-related matters. The chairperson of the committee as of March 31 was 


Colin P. MacDonald and the other members were Nicholas Le Pan and Ronald N. Robertson. 


The Ad Hoc (Governance) Committee was created in January 2001 in response to the governance review 
report of the Board’s practices undertaken in 2000. The Committee is mandated to implement the report's 
recommendations as appropriate. The chairperson of this committee as of March 31, 2001 was Ronald N. 
Robertson and the other members were Viateur Bergeron, H. Garfield Emerson and Colin P. MacDonald. 


Meetings and Attendance’ (April 1, 2000, to March 31, 2001) 


2 ee. 


BOARD COMMITTEES 


f YRS A LIARS EOL OTOL IEEE SSSA ANMELDEN TRESS AL PADS 
g 


y 


/ ; j 

_ BOARD OF Executive _ Audit Ad Hoc | Employee 

| DIRECTORS Committee Committee (Governance) _ Relations 

| | ee _ Committee 
a Number of Meetings | 7 : 1 | 3 2 | 3 

_ Attendance: | | 

R. N. Robertson — Chairperson | 7 1 3 2 3 | 
[peor tnrennnniainmnenanintinancnssinasnasinitininsmnanniinniecitiigpunmmciiiiincaniiniiiceiittit th AAP SSS PODS RO SLLLIHLNII UALR Ce | 
_V. Bergeron? 2 


i 6 
ERR SGP AE REED BRR oo Sa os 


iH. G. Emerson? 2 
[ooo nnn eT wise ee OO yD 
'C. PR. MacDonald 7 a i : 2 
2 oa Te es ol | ot es 
urphy’° ' 
acres Se i 1S SINT aes oo oe 
_T. Bakkeli® i | 1 | 
eee ce a a 4 selene ) 
| Ex officio members (alternates) | 
[ex bilcle mene ae 
IG. G. Thiessen’ /D. A. Dodge’ | ) 
| (S. Vachon)s | 2 (5) i | 
mee NROR ERR ERR tsDC HNP SSE nivevre i ‘aecaaaecaameammaaemamaanmadaammne cemeammmnr enim samme (a eanmesinallApiecitipencoetetesaisca Soe ‘ “ see icceunesnetiale s . 
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J. R. V. Palmer (C. Shevlin)" 


4 (2) 
Se 


| (J. Doran) 
He lynch. Bennett) | : | | 
C ja 1900 “ us “a vu " oeeannememacadate ee * 
H : 
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V. Bergeron was re-appointed by GIC for a 3-year term as at April 3, 2000 

G. Emerson was re-appointed by GIC for a 3-year term as at December 20, 2000 

S. A. Murphy resigned from the Board as at December 11, 2000 

T. Bakkeli was appointed by GIC for a 3-year term as at March 1, 2001 
G. G. Thiessen retired as Governor, Bank of Canada as at January 31, 2001 

D. A. Dodge was appointed Governor, Bank of Canada as at February 1, 2001 

S. Vachon ceased to be Alternate to the Governor, Bank of Canada on March 31, 2001 

C. Shevlin was replaced as Alternate to the Superintendent as at June 16, 2000 

J. Doran was designated as Alternate to the Superintendent of Financial Institutions on June 16, 2000 

In addition, R. Hamilton attended three meetings of the Board as an observer from the Department of Finance 


Pe a) OCD Coe eye) 


‘Also includes meetings attended by telephone. 
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Officers i 


Officers of CDIC include the President and Chief Executive Officer and officers appointed by 
the Board of Directors under the Corporate By-law made under the CDIC Act. The President 
and CEO is appointed by the Governor in Council for a five-year term. 


CDIC officers on March 31, 2001 were as follows: 


Jean Pierre Sabourin 
President and Chief Executive Officer 
(June 1, 1996) 


Wayne Acton Bert C. Scheepers 


Insurance and Risk Assessment 


AAAI ORLA ALIENS THESES ITLL DILL ANP O HAIRDRESSERS LILES NOASSCEMANATLLTOIEDDEPSOSELELY LATO IDOLE nem QOH AERSSSEEELELTUIT ance ese se ttvevowanecesrnriesccmatet erinemmaaittsths 


Senior Vice-President Senior Vice-President 
Field Operations Finance and Administration | | 
| : 

i 

M. Claudia Morrow Gillian Strong / 
Corporate Secretary General Counsel | 
| i 

a 

Guy L. Saint-Pierre Thomas J. Vice i 
Senior Vice-President Treasurer | 
| 


Z 
Inter-Agency Committees 
The OSFI/CDIC Liaison Committee is jointly chaired by the Superintendent of Financial | 
Institutions and the Chairperson of CDIC. This committee’s purpose is to co-ordinate closely | 
the activities of OSFI and CDIC, to avoid unwarranted duplication and cost, and generally to 
foster close and effective working relationships between the two agencies. On March 31, 2001, 


the members of the Liaison Committee were as follows: 


- 


. | 

Co-Chair | Co-Chair | 
John R. V. Palmer | Ronald N. Robertson | 
Superintendent of Financial Institutions | Chairperson of the Board 
OSFI Oo ale a 
A) Ss Eee Oe ee 
Members 
Jean Pierre Sabourin Nicholas Le Pan 
President and Chief Executive Officer Deputy Superintendent, | 
CDIC Supervision iat 
OSFI | | 

Guy L. Saint-Pierre 
Senior Vice-President, Insurance and John Doran | 
Risk Assessment Assistant Superintendent, | 
CDIC Supervision | 
Ken Mylrea OSFI | | 
Director General, Insurance | 
CDIC has. 


Sr rn ea eee eee Nee Re er =| 
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CDIC Committees 


| The Real Estate Advisory Panel (REAP) reviews, evaluates and makes recommendations on 
proposals brought forward by CDIC management with respect to the realization of major real 
estate assets in which the Corporation has an interest. On March 31, 2001, the members of the 


Panel were as follows: 


Chair | Secretary 


Daniel F. Sullivan Christopher J. Porter 
Deputy Chairman i Director, Claims and Recoveries 
| Scotia Capital Inc. | CDIC 
[a UNS EOE BEALE Oe 
Members 
| | J. Lorne Braithwaite Alvin G. Poettcker 
one | Chairman and CEO President and CEO | 
bo Ethan Allen UBC Properties Trust | 
i i 
— Randy M. Grimes Kenneth Rotenberg 
| | Director President 
| IBI Group Kenair Apartments Limited 
| Stephen E. Johnson John Latimer 
| | President and CEO Director 
| Canadian Real Estate Investment Trust Talisker Corporation | 
Sails HLH oes Ao AEE MRNA Ls Pa aheeeSLCAO AE ine eRe aaa al inion shi pica 
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FOR MORE INFORMATION ABOUT CDIC 
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FOR MORE INFORMATION ABOUT CDIC 


CDIC is committed to promoting awareness and education about deposit insurance and the 
services provided by the Corporation. Following is key contact information for CDIC, as well © 
as a listing of publications aimed at both consumers and member institutions. 


| 
| 
' 
' 
| 
| 
| 


Toll-free telephone service: 1-800-461-CDIC (1-800-461-2342) 
World Wide Web site: www.cdic.ca 
E-mail address: info@cdic.ca 
Facsimile: (613) 996-6095 
| 
Head Office Toronto Office 
| Canada Deposit Insurance Corporation Canada Deposit Insurance Corporation 
| 50 O’Connor St., 17th Floor Maritime Life Tower 
| PO. Box 2340, Station D 1200-79 Wellington St. W., RO. Box 156 
Ottawa, Ontario K1P 5W5 Toronto, Ontario M5K 1H1 
Publications 


| 


Consumer Information 


Brochure — Protecting Your Deposits 

Brochure — CDIC Membership 

Fact Sheet - CDIC Coverage for Deposits in Trust 

Fact Sheet —- CDIC Coverage for Joint Deposits 

Fact Sheet — CDIC Coverage of Deposits when Member Institutions Amalgamate 
Fact Sheet — CDIC Coverage for Deposits Held in Registered Plans 


Corporate 
Annual Report 


_ Summary of the Corporate Plan 
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General 


Standards of Sound Business and Financial Practices (1993) 


Standards Assessment and Reporting Program — Standards of Sound Business and Financial 


Practices (1995) 
Guidelines for Third-party References to CDIC or Deposit Insurance (1999-09) 
Application for Deposit Insurance (2000-01) 
Consultation Paper on Standards of Sound Business and Financial Practices (2000-01) 


| Act and By-laws 


CDIC Act 


Application for Deposit Insurance By-law 


| Deposit Insurance Information By-law 
Deposit Insurance Policy By-law 


Differential Premiums By-law 


Discretionary Interest By-law 

Exemption from Deposit Insurance By-laws (Opting-out By-laws) 

Interest Payable on Certain Deposits By-law 

Joint and Trust Account Disclosure By-law 

Notice Regulations (Compensation in Respect of the Restructuring of Federal Member 
Institutions) 

Premium Surcharge By-law 


Standards of Sound Business and Financial Practices By-laws 


Member Institutions Information Bulletins 


Joint and Trust Account Disclosure By-law (1996) 
Deposit Insurance Information By-law (1996) 
Joint and Trust Account Disclosure By-law — Information Disclosure (1997-01) 


Deposit Insurance Information By-law — Phase I (1997-02) 
Deposit Insurance Information By-law — Phase II (1997-04) 
‘Deposit Insurance Information By-law — Final (1998-01) 


Deposit Insurance Information By-law — Post-Implementation Issues (1998-02) 


Joint and Trust Account Disclosure By-law — Information Disclosure Clarification (1998-03) 


Return of Insured Deposits (1999-01) 
Links to Deposit Registers (1999-02) 
‘Standards of Sound Business and Financial Practices (1999-03) 


nsession fill 
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Highlights 


The Corporation ended 2000/2001 with a $455 million surplus, which included an $83 million adjustment 
resulting from the adoption of new recommendations of the Canadian Institute of Chartered Accountants 


concerning accounting for income taxes. 


Net recoveries of loans and claims receivable in 2000/2001 totalled $102 million. No new loans were made 


or new claims asserted during the year. 


The provision for guarantees decreased by $17 million to $43 million at March 31, 2001. This decrease 
resulted primarily from payments made under the Corporation's guarantee obligation and a reduction in 


the estimate of the outstanding guarantee liability. 


Premium revenue increased to $140 million in 2000/2001 principally due to a higher insured deposit 
base. Interest revenue from cash and investments increased to $35 million in 2000/2001. 


During the year the Corporation recorded as other revenue $21 million in post-liquidation interest. 
A five-year financial and statistical summary follows. 


Cash and Investments 


The combined balance of cash and investments as at March 31, 2001 was $766 million, made up of cash 
and short-term investments of $203 million and investments of $563 million. The weighted average yield 
was 5.46%. The sources and uses of cash are described fully in the Statement of Cash Flows. 


Loans and Claims Receivable 


The balance of loans and claims receivable decreased $103 million since March 31, 2000. During the year, 
the Corporation had net recoveries of $102 million from failed member institutions and write-offs of 
$8 million. The allowance for loss on loans and claims receivable was reduced to $6 million compared to 


$13 million in 1999/2000. 


Future Income Tax Asset 


The Corporation adopted the new recommendations of the Canadian Institute of Chartered Accountants 
concerning accounting for income taxes. The cumulative effect of adopting this new standard was an 
increase of $114 million in the opening surplus. A future income tax asset of $83 million has been recog- 
nized as at March 31, 2001. Full disclosure for adopting this standard can be found in Note 3 (Change in 
Accounting Policy) and Note 10 (Income Taxes). 


Provision for Guarantees 

The provision for guarantees as at March 31, 2001 was $43 million, down $17 million from $60 million 
as at March 31, 2000. During 2000/2001, the Corporation paid $10 million to the Toronto-Dominion 
Bank under a deficiency coverage agreement and reduced the estimated liability on this guarantee by 

$7 million. As mentioned in Note 7 (Provision for Guarantees) to the financial statements, outstanding 
guarantees remain in force, on a diminishing basis, until December 31, 2002. 
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Provision for Insurance Losses 


No adjustments were made this year to the provision for insurance losses. It remained at $400 million as at March 31, 
2001. The methodology used in determining the provision for insurance losses is consistent with last year. 


Operating Expenses 


The operating expenses for the year ended March 31, 2001 totalled $21 million, up $3 million from the previous 


year. The increase was primarily due to expenditures associated with the Corporation’s public awareness campaign 


conducted during 2000/2001. 


Five-Year Financial and Statistical Summary ($ millions unless otherwise indicated) 


For the years ending 


Selected Balance Sheet Items 
Cash and Investments 

Future Income Tax Asset 
Provision for Insurance Loss 
Surplus (deficit) 


Selected Cash Flow Items 

Claims paid 

Claims recovered 

Loans disbursed 

Loans recovered 

Repayments of loans from the CRF 
Payment of guarantees 


Selected Income Statement Items 
Premiums 

Operating expenses 

Interest on loans from the CRF 

Adjustment to allowance and provisions for loss 


Member Institutions 
Number of federal institutions — banks 


Number of federal institutions — 
trust and loan companies 


Number of provincial institutions 
Total number of institutions 
Number of insolvencies 

Total Insured Deposits ($ billions) 


Employees 
Number of permanent employees (1) 


Other 

Average cost of funds 

Growth rate of insured deposits 

Insured deposits as a percentage of total 
deposit liabilities 

Average yield of cash and investments 


2001 


766 
83 


3.2% 


35.0% 
5.46% 


2000 


2.7% 


36.0% 
5.70% 


1999 1998 
738 502 
400 400 

27 (539) 
58 156 
73 208 
395 460 
29 32 
515 531 
17 20 
8 46 
(11 (144) 
54 55 
47 45 
12 12 
113 112 
308 317 
83 80 
7.0% 7.0% 
(2.8%) (3.4%) 

35.9% 39.9% 

5.16% 


(1) Represents the number of full-time, permanent employees at year-end. Vacant approved positions have not been included. 


1997 


77 


6.5% 


1.5% 


45.7% 
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MANAGEMENT RESPONSIBILITY FOR FINANCIAL STATEMENTS 


May 31, 2001 


The accompanying financial statements of the Canada Deposit Insurance Corporation and the information 
related to the financial statements in this Annual Report are the responsibility of management. The financial 
statements have been prepared in accordance with generally accepted accounting principles. The financial 
statements include some amounts, the most significant ones being the loans and claims receivable, the 
future income tax asset, the provision for guarantees and the provision for insurance losses, that are necessarily 
based on management's best estimates and judgement. 


The financial statements have been approved by the Board of Directors. Financial information presented 


elsewhere in the Annual Report is consistent with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable assurance 
that transactions are duly authorized, assets are safeguarded and proper records are maintained in accordance 
with the Financial Administration Act and regulations as well as the Canada Deposit Insurance Corporation 
Act and by-laws of the Corporation. The system of internal control is augmented by internal audit, which 
conducts periodic reviews of different areas of the Corporation’s operations. In addition, the internal and 
external auditors have free access to the audit committee of the Board, which oversees management's 
responsibilities for maintaining adequate control systems and the quality of financial reporting and which 
recommends the financial statements to the Board of Directors. 


These financial statements have been audited by the Corporation’s auditor, the Auditor General of 


a a 


Jean Pierre Sabourin 


President and Chief Executive Officer 


Canada, and his report is included herein. 


Bert C. Scheepers 
Senior Vice-President, Finance and Administration 


and Chief Financial Officer 
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AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 


To the Minister of Finance 


| have audited the balance sheet of Canada Deposit Insurance Corporation as at March 31, 2001 
and the statements of income and surplus and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation’s management. My responsibility is 
to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2001 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied, except for the change in the method of accounting for income taxes 
as explained in Note 3 to the financial statements, on a basis consistent with that of the preceding 
year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X 
of the Financial Administration Act and regulations, the Canada Deposit Insurance Corporation 
Act and the by-laws of the Corporation. 


Tee eae Lae 
John Wiersema, CA 


Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 1, 2001 
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Balance Sheet as at March 31 (in thousands of dollars) 


Note 2001 2000 
ASSETS 

Cash and short-term investments 4 $203,572 $45,691 
Investments 5) 562,606 445,619 
Premiums and other accounts receivable 137 9311 
Capital assets 846 630 
767,161 492,871 
Loans and claims receivable 6, 8 53,767 156,597 
Future income tax asset SO 83,148 - 
$904,076 $649,468 

LIABILITIES 
Accounts payable $6,107 $5,885 
Provision for guarantees Yipes: 43,000 60,000 
Provision for insurance losses 400,000 400,000 
449,107 465,885 
SURPLUS 454,969 183,583 
$904,076 $649,468 


Approved by the Board: 


Director 


Director 


See accompanying notes 
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Statement of Income and Surplus for the year ended March 31 


(in thousands of dollars) 


Note 


REVENUE 
Premiums 11 
Interest on cash and investments 


Other revenue 


EXPENSES 
Operating expenses 
Adjustment to allowance and provisions for loss 8 


Recovery of amounts previously written off 


Net income before income tax benefit 


Income tax benefit 


Net Income 


Surplus, beginning of year 


Retroactive adjustment 
for change in accounting policy 3 


Surplus, end of year 


See accompanying notes 


2001 


$139,989 
35,044 
20,874 


199,907 


20,801 
(5,783) 


(7,349) 


7,669 


188,238 


30,899 


151,300 


183,583 


114,047 


$454,969 


2000 


$134,463 
31579 
3,166 


169,208 


17,500 
(2,927) 
(2,033) 


12,540 


156,668 


156,668 


26,915 


$183,583 
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Statement of Cash Flows for the year ended March 31 


(in thousands of dollars) 


OPERATING ACTIVITIES 
Net income 
Non-cash items included in net income 
Accrued post-liquidation interest 
Adjustment to allowance and provisions for loss 
Other 
Adjustment to income tax benefit 
Payment of guarantees 
Loans recovered 
Claims recovered 


Change in working capital 


Cash flows from operating activities 


INVESTING ACTIVITIES 
Purchase of securities and term deposits 
Redemption of securities and term deposits 


Cash flows from investing activities 
CASH AND SHORT-TERM INVESTMENTS 
Increase (Decrease) during the year 


Balance, beginning of year 


Balance, end of year 


See accompanying notes 
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2001 


$157,339 


(5,783) 
422 
30,899 

(10,462) 
40,350 
61,728 

(6,102) 


268,391 


(819,374) 
708,864 


(110,510) 


157,881 


45,691 


$203,572 


2000 


$156,668 


(2,100) 
(2,927) 
577 
(515,821) 
82,458 
34,934 
(3,049) 


(249,260) 


(797,716) 
355,101 


(442,615) 


(691,875) 


737,566 


$45,691 


| 
; 


Notes to Financial Statements — March 31, 2001 


1. Authority and Objective 


The Corporation was established in 1967 by the Canada Deposit Insurance Corporation Act (the CDIC 
Act). It is a Crown corporation named in Part I of Schedule II to the Financial Administration Act and is 
funded by premiums assessed against its member institutions. 


The objects of the Corporation are to provide insurance against the loss of part or all of deposits in member 
institutions, to be instrumental in the promotion of standards of sound business and financial practices for 
member institutions, and to promote and otherwise contribute to the stability of the financial system in 
Canada. These objects are to be pursued for the benefit of depositors of member institutions and in such 
manner as will minimize the exposure of the Corporation to loss. 


The Corporation has the power to do all things necessary or incidental to the furtherance of its objects, 
including acquiring assets from, and providing guarantees or loans to member institutions and others. 
Among other things, it may make or cause to be made inspections of member institutions, make standards 
of sound business and financial practices, and act as liquidator, receiver or inspector of a member institution 
or a subsidiary thereof. 


2. Significant Accounting Policies 


Basis of Preparation. These financial statements have been prepared in accordance with generally accepted 
accounting principles. These financial statements do not reflect the assets, liabilities or operations of failed 
member institutions in which the Corporation has intervened. 


Use of Estimates. Financial statements prepared in accordance with generally accepted accounting principles 
necessarily include estimates and assumptions that affect the amounts reported in the financial statements 
and accompanying notes. The more significant areas requiring the use of estimates are: (i) the allowance for 
loss on loans and claims receivable, (ii) the provision for guarantees, (iii) the provision for insurance losses, 
and (iv) future income tax asset. 


The Corporation reviews these estimates annually. Actual losses, in the near term, could differ significantly 
from those estimates depending upon certain events and uncertainties including: 


¢ The ability of the Corporation to recover its loans and claims receivable based on prevailing economic 
trends and expectations as to future developments. 


¢ The Corporation’s ability to recover its loans and claims receivable either by maximizing net recoveries 
from the sale of assets held by liquidators and agents, or through successful lawsuits as appropriate 
against relevant parties of failed member institutions. 


¢ The extent to which the Corporation will be called upon to honour guarantees provided to member 
institutions and others. 


¢ The timing and extent of losses the Corporation will incur as a result of future failures of member 
institutions. The provision for insurance losses is based upon an assessment of a wide variety of possible 
factors. These factors include historical experience, market perceptions, legal and regulatory developments, 
prevailing economic trends and forecasts, and accordingly involve considerable judgement. 
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The risk of deviation from the Corporation's estimates varies in proportion to the length of the estimation 
period and the potential volatility of the underlying assumptions. In the event that ultimate losses vary 
from the current estimates, the Corporation can recommend to the Governor in Council that the annual 
premium charged to member institutions be increased or decreased, depending on the situation. Also, the 
Corporation has authority to borrow funds from the capital markets or from the Consolidated Revenue 
Fund, subject to ministerial approval. CDIC can borrow up to $6 billion or such greater amount as may 


be authorized by Parliament under an appropriation act. 


Cash and Short-Term Investments and Investments. Short-term investments and investments, consisting 


of marketable securities and term deposits, are carried at cost as they are intended to be held to maturity. 


Loans Receivable. The Corporation may make loans to member institutions and others. The main purpose 
of providing these loans is to facilitate a resolution of the financial difficulties of member institutions. The 
terms and conditions attached to these loans provide for repayment of principal and interest. To the extent 


interest revenue is recorded in the accounts, it is included in other revenue. 


Claims Receivable. Claims against member institutions arise from the subrogation of the rights and 
interests of depositors to the extent of the amount of the payment made by the Corporation to insured 
depositors. In addition, the Corporation asserts claims in respect of loans made to member institutions 


in liquidation. 


In certain situations, the Corporation may be entitled to a proportional share in amounts in excess of its 
claim (referred to as post-liquidation interest). Such situation arises when there are assets remaining in an 
estate after all claims have been paid. 


To the extent post-liquidation interest is recorded, it is included in other revenue. 


Allowance and Provisions for Loss. In its financial statements, the Corporation records the following 


allowance and provisions for loss: 


Allowance for Loss on Loans and Claims Receivable — The allowance for loss on loans and claims 
receivable reflects the Corporation's best estimate of losses in respect of loans and claims receivable. 
The allowance is established by assessing the anticipated results of the asset disposition strategies and 
forecasted payments to creditors based on information received from the liquidators of failed member 
institutions and from other parties acting on behalf of the Corporation. 


Loans and claims receivable are written off against the allowance, in full or in part, when there is no 
reasonable expectation of realization. Any payments received on a loan or claim receivable are recorded 
first to recover amounts previously written-off before recognizing additional amounts as other revenue. 


Provision for Guarantees — In order to facilitate the resolution of financial difficulties of member 
institutions, the Corporation may provide guarantees. The provision for guarantees is determined by 
estimating the future cash payments required under these guarantees. 


Provision for Insurance Losses — The provision for insurance losses represents the Corporation's best 
estimate of losses resulting from insuring deposits of member institutions. 
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The provision is established by: (i) assessing the aggregate risk of member institutions based on the 
Corporation's specific knowledge of its members, (ii) providing for the risk of loss relating to insured 
deposits by using a market-based composite risk-weighting system, and (iii) applying the percentage of 
loss experienced by the Corporation, stated on a present-value basis, resulting from member institution 
failures during the preceding ten years. 


The market-based composite risk-weighting system is affected by two factors: (i) the credit ratings of 
member institutions; and (ii) the market spreads between corporate bond issues and benchmark bond 
issues of the Government of Canada for comparable terms. 


Changes in the allowance and provisions for loss that result from annual estimations for financial reporting 
purposes are recognized as an adjustment to the allowance and provisions for loss in the period in which 
the changes occur. 


Premium Revenue. Premium revenue is calculated on the amount of insured deposits held by member 
institutions as at April 30 of each year. Premiums are recorded annually based on the Return of Insured 
Deposits submitted by member institutions, which is due July 15 of each year. Premiums are payable in 
two equal instalments on July 15 and December 15. 


Other Revenue. The Corporation charges interest on loans made to member institutions and others. 
Interest continues to accrue on loans but is not recorded in the accounts when, in the Corporation's 
opinion, there is reasonable doubt as to collectability of the interest. In such cases, payments received are 
recognized as a reduction of the loan balance until such time as the loans are retired. Subsequent payments 
are recognized as other revenue on a cash basis. 


In certain situations, amounts recovered from the estates of member institutions (claims receivable) exceed 
the amounts claimed. Such amounts (referred to as post-liquidation interest) are recorded as other revenue 
when they are reasonably determinable and reasonable certainty of receipt exists. 


Pension Plan. All eligible employees participate in the Public Service Superannuation Plan administered 
by the Government of Canada. Contributions to the Plan, required from both the employees and the 
Corporation, are expensed during the year in which the services are rendered and represent the total 


pension obligations of the Corporation. 


Employee Future Benefits. Upon termination of employment, employees are entitled to certain benefits 
provided for under their conditions of employment. The cost of these benefits is expensed in the year in 
which benefits are earned by the employee. 


3. Change in Accounting Policy 


The Corporation has elected to adopt the recommendations of the Canadian Institute of Chartered 
Accountants concerning accounting for income taxes. These recommendations have been applied retroac- 
tively without restatement of the prior years’ financial statements. Previously, the Corporation did not 
record deferred income tax assets because it was not virtually certain the losses for tax purposes incurred 


in prior years would be realized. 


Under this method, future income tax liabilities and future income tax assets are recorded based on 
temporary differences between the carrying amount of balance sheet items and their corresponding tax 
basis. In addition, the future benefits of income tax assets including unused tax losses carried forward 
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are recognized, subject to a valuation allowance as appropriate, to the extent it is more likely than not that 


such losses will be ultimately utilized. The future income taxes are measured using the corporate income 


tax rates in effect as at the balance sheet date. 


The Corporation has accounted for the benefit associated with its tax losses carried forward by retroactively 
adjusting the surplus balance as at March 31, 2000, and by recognizing a future income tax asset. The 
cumulative effect of adopting this new standard is an increase in the opening surplus of $114 million. A 


future income tax asset of $83 million has been recognized as of March 31, 2001. 


4. Cash and Short-Term Investments 


The short-term investments have a weighted-average term to maturity of less than 90 days. All of these 


investments are highly liquid fixed rate contracts. 


Short-Term Investments 
Cash 


5. Investments 


Amount 


$203,217 
355 


$203,572 


Weighted 
Average 
Effective 


Yield 


| Weighted 
_ Average 
Days to 
Maturity 


Amount 


$45,583 
108 


$45,691 


Weighted 
Average 
Effective 

Yield 


Weighted 
Average 
Days to 
Maturity 


5.28% | 50 


Investments have a term to maturity of 90 days or greater but less than one year. All investments are 


highly liquid fixed rate contracts. 


Treasury Bills 


Bankers’ Acceptances 


Bearer Deposit Notes 


Commercial Paper 
Sub Total 


Accrued Interest 


Amount 


$291,896 
158,903 
72,601 
553,125 
9,481 


Weighted 
Average 
Effective 
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Weighted 
Average 
Days to 
Maturity 


‘ 
‘ 
: 
: 


189 
148 
121 
TS 
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Amount 


$329,894 
56,629 
49,378 
pa asHlh 


442,615 
3,004 


$445,619 


maken! GE est nach 


Weighted 
Average 
Days to 
Maturity 


_ Weighted 

Average 

_ Effective 
Yield 


5.78% 
5.46% 
5.85% 
5.55% 


6. Loans and Claims Receivable 


Loans receivable / $70,025 
Allowance for loss a a (8,200) 


Net loans receivable i 61,825 


Claims receivable 99,572 
Allowance for loss 


Net claims receivable 


$53,767 $156,597 


The loans receivable are repayable on demand and bear interest at floating rates varying with either prime 
rate or the 90-day Treasury Bill rate. No interest revenue was recognized on existing loans receivable, as the 
criteria for interest revenue recognition on the loans were not met (2000: nil). No new loans were made 
during the year. 


During the year, the Corporation recorded $21 million in post-liquidation interest (2000: $2.9 million). 


7. Provision for Guarantees 


In order to facilitate the resolution of member institutions in financial difficulty, the Corporation provided 
deficiency coverage guarantees. These guarantees provide for payment of a portion of the principal and 
income losses incurred on eligible assets acquired by third parties. The guarantees will remain in force, on 
a diminishing basis, until December 31, 2002. 


The provision for guarantees as at March 31, 2001 is $43 million (2000: $60 million) against a nominal 
amount of $332 million (2000: $548 million). 


The nominal amount represents the maximum exposure for the Corporation with respect to the guarantees 
P Pp 
provided. This amount is not necessarily representative of the amount the Corporation expects to pay to 


a third party to meet its obligations under these guarantees. 


8. Allowance and Provisions for Loss 


The following table is a continuity schedule of the allowance for loss on loans and claims receivable, the 
provision for guarantees and the provision for insurance losses as at March 31, 2001 with corresponding 


totals as at March 31, 2000. 
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Beginning of period _ $60,000 | $400,000 | $473,000 | $1,001,000 


2 4 5 ; 
Payments | (10,462) | | (10,462) | (515,821) 
Write-offs (7,755) (F202) 


Adjustment to allowance | (6,538) | (5,783) | (2,927) 
and provisions for loss i i i 


End of period | $6,000 | $43,000 | $400,000 | $449,000 | $473,000 


The allowance and provisions for loss are subject to measurement uncertainty. As such, actual losses may 


differ significantly from these estimates. 


9. Financial Instruments * 


Credit Risk. The Corporation is subject to credit risk from its holdings of short-term investments and 
investments. The Corporation minimizes its credit risk by adhering to the Minister of Finance Financial 
Risk Management Guidelines for Crown Corporations, by investing in high quality financial instruments and 
by limiting the amount invested in any one counterparty. 


Loans and claims receivable relate to failed member institutions. Loans receivable is directly impacted by 
the ability of these entities to generate sufficient cash to meet their obligations to the Corporation as they 
become due. Realization of claims receivable is largely dependent on the credit quality or value of assets 
held within the estates of failed member institutions. 


Fair Value. Other than cash and short-term investments, and investments, no active or liquid market 
exists in which the Corporation’s financial assets and liabilities could be traded. Where no market exists 
for financial instruments, fair value estimates are based on judgements regarding current and future 
economic conditions and events, the risk characteristics of the instruments, and other factors. The estimates 
of fair value discussed below are made as at March 31, 2001 and involve uncertainties and matters of 
significant judgement. Changes in assumptions could materially affect the estimates. 


The book value of cash and short-term investments, investments, premiums and other accounts receivable 
and accounts payable approximate fair value because of their short term to maturity. 


The book value of loans and claims receivable approximates fair value as it represents the Corporation’s 
best estimate of the amounts to be realized based on asset disposition strategies and forecasted repayments 
on account of loans and claims receivable. The Corporation bases its estimates on information received 
from the liquidators of failed member institutions and from other parties acting on behalf of the Corporation. 
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The book value of the provisions for guarantees and for insurance losses approximates fair value as it 
represents the Corporations best estimate of future payments to be made under the guarantees, and losses 
on future claims. 


10. Income Taxes 


The Corporation is subject to federal income tax and has losses that can be carried forward to reduce 
future years’ earnings for tax purposes. 


Such losses total $458 million and expire as follows: 


Some $11 million of undepreciated capital cost and $205 million of the total $458 million losses carried 
forward have been applied in calculating the future income tax asset of $83 million. 


11. Insured Deposits and Premiums 


Deposits insured by the Corporation, on the basis of returns received from member institutions as 
described in Note 2, Premium Revenue, as at April 30, 2000 and 1999, were as follows: 


Federal institutions 


Provincial institutions 


Under CDIC’s differential premiums by-law, member institutions are classified into four different categories 
based on a system that scores them according to a number of criteria or factors. The premium rates in 
effect for 2000 are 1/24 of 1% of insured deposits for members in category 1, 1/12 of 1% for category 

2 and 1/6 of 1% for members in categories 3 and 4. These premium rates were also in effect for 1999. 
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12. Contingent Liabilities 


The Corporation is involved in a number of judicial actions that have arisen in the normal course of 
operations. In the opinion of the Corporation, none of these, individually or in the aggregate, would 
result in liabilities that would have a significant adverse effect on the financial position of the Corporation. 
However, the final outcome with respect to claims and legal proceedings pending at March 31, 2001 
cannot be predicted with certainty. Accordingly, the impact of any matter will be reflected in the period 


in which the matter becomes determinable. 


13. Operating Leases 


The aggregate minimum rent payments (exclusive of other occupancy costs) for the Corporation’s 


operating leases in effect as at March 31, 2001 are as follows: 


2002 
2003 
2004 


2005 
2006 
2007-2011 


14. Comparative Figures 


Certain of the 2000 figures have been reclassified to conform to the presentation adopted for 2001. 
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The Act requires us to pursue our objects for the 


benefit of members’ depositors and to do so in such 
a manner as will minimize our exposure to loss. 
As all deposits, whether insured or not, rank the 
same in the insolvency of a member, what we do to 


minimize our losses ultimately helps all depositors. 


The overall health and stability of our financial 
system is very good. Furthermore, there has not been 
a failure among our member institutions for more 
than five years. However, even seemingly excellent 
businesses are vulnerable to poor management, third 
party error and changes in economic conditions. 
Accordingly, the work of maintaining and enhancing 
our overall preparedness continues. We are also 
continuing our public awareness program to encour- 
age depositors to become more informed regarding 


which products are, and which are not, insured. 


Experience has shown the importance of avoiding 
potential problems before they can occur. Our collab- 
oration with the Office of the Superintendent of 
Financial Institutions (OSFI) is key to doing so. 
The 2001 amendments to the Canada Deposit 
Insurance Corporation Act now require CDIC to 
make its own determination of the risk posed by 
its member institutions. These changes have helped 
to forge an even more effective partnership between 
CDIC and OSFI, and provincial regulators as we work 
together to ensure that member risk assessments 
are based on the most in-depth information possible. 


The experience gained handling previous insolvencies 
has made it apparent that good corporate governance 
practices are of critical importance to the success 
and well-being of our members. Reflecting that, our 
mandate also includes the obligation to promote 


standards of sound business and financial practices. 


We have now put into effect our modernized 
Standards of Sound Business and Financial Practices 
which all of our members are required to follow. 
The Standards combined with our Differential 
Premiums By-law provide our members with an 
effective incentive to be prudent in the conduct of 
their affairs. 


Again last year, CDIC’s financial position improved. 
This, together with our members’ solid financial 

results, allowed our Board of Directors to recommend 
to the Minister a reduction in the premiums payable 
by member institutions by 50 per cent for the next 
premium year. As a result, our best-rated members 
will pay premiums of only 2 basis points, compared 
with 17 basis points in the 1994 to 1998 premium 

years when we were eliminating our deficit and pay- 
ing off our loans to the Consolidated Revenue Fund. 


CDIC’s work last year also included responding to 
requests from other countries for help in establishing 
or improving their own deposit insurance regimes. 
Doing so is mutually beneficial, as it enables our 
employees to gain experience and sharpen their skills. 
Our President and CEO, Jean Pierre Sabourin, who 
chaired the Financial Stability Forum Working Group 
on Deposit Insurance, was invited to lead the creation 
of an international association of deposit insurers. 
It is a tribute to Mr. Sabourin and to CDIC that he 


was asked to take on this endeavour. On behalf of the 


Board of Directors, I offer him our congratulations on 
his many achievements. 


This year saw the departure of two valued members 
of our Board. Colin P. MacDonald resigned after 
serving more than seven years as a member of the 
Board and as the Chair of our Human Resources 
and Compensation Committee. Also after serving 
seven years, John R.V. Palmer retired as the 
Superintendent of Financial Institutions. Their insight 
and thoughtful advice will be greatly missed. With 
the proclamation of the recent financial sector legis- 
lation, Bill Knight, the Commissioner of the Financial 
Consumer Agency of Canada, joined the CDIC Board. 
He is a most welcome addition. 


Our aim this past year has been to enhance the 
Corporation’s focus on strategic issues in support 
of our work on behalf of Canadian depositors. 
Although we have accomplished much, we will 
continue to build on our achievements as we move 
into the coming year. With the diligent work of 
CDIC’s dedicated Board of Directors and employees, 
I am confident that we will continue to meet the 
needs of depositors as we face the challenges of the 


years to come. 


R.N. Robertson, Q.C. 
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In 2001/2002, CDIC set out business strategies to 
guide our work in fulfilling our mandate. We focussed 
on various initiatives designed to meet these strate- 
gies. To manage the risks of providing deposit 
insurance, we continued to build on initiatives 
designed to assess the risks associated with CDIC’s 
membership. We also completed the modernization 
of our Standards of Sound Business and Financial 
Practices. We believe that the two-year process, 
which involved ongoing discussion with a range 
of stakeholders, has produced a very valuable tool 
that will also contribute to our assessment of the 


safety and soundness of our member institutions. 


Our public awareness initiatives continued this 


past year. A key element of the program, CDIC’s 


television advertising campaign, proved effective in 
increasing public awareness levels about deposit 
insurance. Among other messages, this campaign 
was intended to convey to the public the importance 
of determining whether or not their products are 
covered and to direct them to where they can obtain 
this essential information. CDIC will continue to 
explore effective ways of providing depositors with 
the knowledge they need to make informed decisions. 
CDIC also established an arrangement with the 
Financial Consumer Agency of Canada to provide 
it with information services in regard to dealing 
with consumer enquiries, which both organizations 
offer to the public. This has allowed us to reduce 
overall costs in this area and to create an important 


link between our two organizations. 


‘FECTIVE WAYS 
KNOWLEDGE 


The tragic events of September 11th led to increasing 
concerns about security and our business resumption 
plans. We confirmed that both areas were being 
appropriately addressed. Testing of our business 
resumption plan verified that it would function 
appropriately in the event that it should be required. 


CDIC continued its involvement in international 
activities during 2001/2002. As Chairperson of the 
Financial Stability Forum Working Group on Deposit 
Insurance, I tabled the Working Group’s final report 
in September 2001. In addition, CDIC hosted a num- 
ber of international delegations and responded to a 
request by the Hong Kong Monetary Authority to 
assist with the development of its payout system. 
Recently, I was asked to chair the International 
Association of Deposit Insurers and have accepted 
the honour. CDIC’s international activities give 
CDIC employees a unique opportunity to share 


best practices with colleagues in other countries. 


Our employees are the mainstay of CDIC. During 
the year, CDIC undertook an employee survey that 
confirmed the high morale of employees and rein- 
forced CDIC as an excellent workplace. As I move 
into my 11th year as CEO of the Corporation, 

I continue to reflect on my good fortune in being 
supported by such a talented and professional group 
of people. CDIC’s success is also a reflection of the 
leadership and support of our Board of Directors 
and our Chairman, Ron Robertson, to whom I am 
very grateful. I look forward to working with them 
all in the coming years as we continue to meet 


our mandate. 


J.P. Sabourin 
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CDIC’s Senior Management Team 


CDIC’s senior management team is actively involved 
in all internal functions and in initiatives with federal 
and provincial counterparts and international organi- 


zations. The team includes: 


1) J.P. Sabourin 

2) Guy Saint-Pierre 

3) Wayne Acton 

4) Bert Scheepers 

5) M. Claudia Morrow 

6) Gillian Strong 

7) Margaret Saxon-Kopke 
8) Patricia Griffin-Dobson 
9) Keith Adam 


Highlights of 2001/2002 


Ain 


» ENSURE CDIC’S FINANCIAL STABILITY AND EFFICIENT OPERATIONS 
» PROACTIVELY MANAGE THE RISKS OF PROVIDING DEPOSIT INSURANCE 


»” CONTINUALLY ASSESS AND ENHANCE RELATIONSHIPS WITH 
STAKEHOLDERS 


» SUSTAIN A STRONG PEOPLE AND KNOWLEDGE BASE 


One of the tools linking CDIC’s performance to its strategic management process is the Performance 
Management Scorecard, which is designed to track, assess and report on achievements of planned 


initiatives, as measured against a range of predetermined performance targets. 


A detailed list of the year’s major initiatives in support of these objectives is presented in the 
Scorecard that appears below. Overall, the Corporation was very successful in achieving its objec- 
tives. Of the 37 key initiatives outlined in CDIC’s 2001/2002 Corporate Plan (the Plan), 89 per cent 
(33) proceeded on schedule, within budget, and have been successfully completed. Similarly, 
the Plan set out 11 corporate performance measures and targets of which 91 per cent (10) have 
been met or exceeded. An overview of the variances between plans and performance is pro- 


vided following the Scorecard. 
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PERFORMANCE MANAGEMENT SCORECARD 2001/2002 


(AS OF MARCH 31, 2002) 


Corporate Objective: To Ensure CDIC’s Financial Stability and Efficient Operations 


— Apply effective performance measurement and management in all areas. 4a 

— Develop economic and financial forecasts to proactively enhance the management of the Corporation's affairs. Av 
— Conduct review of Provision for Insurance Losses and Deposit Insurance Fund. #& 

— Effectively manage the Corporation's treasury activities. Ad 

— Provide effective, efficient and economical facilities management. Ad 

— Develop MIDAS II Data Warehouse. A 

— Redevelop or enhance existing systems (valuation model, payout system, Integrated Financial 


Information System). ‘W 


— Implement new technologies (Extranet technology, video/audio conferencing, and wireless technology). A& 


— Improve CDIC’s Official Language performance. Ax 
— Implement efficiently, professionally and in a timely fashion the Corporation’s overall communications strategy. Ax 
—Develop/expand electronic filing. A 


Financial performance against budget. : » Within + 5 per cent of operating and capital » Actual operating expenses exceeded budget 
budgets. by $919,000, or 4.2 per cent. Ak 
Establishment of a provision and/or a surplus/ : » Appropriately supported provision and/or » A review of CDIC’s provisioning methodology 
fund based on an appropriate supporting a surplus/fund methodology in place by was completed during the year. The concept 
methodology. March 31, 2002. of a Deposit Insurance Fund will be pursued 


commencing in 2002/2003. ‘VY 


Recommendations arising from any audit and/or * All audit recommendations are addressed in » Action matrices were created for each 
special examination are identified, and : an appropriate, effective and timely manner. completed audit report and submitted to the 
addressed on a timely basis. : Audit Committee. Recommendations were 


addressed on a timely basis, and the status 
of each was reported to the Audit 
Committee regularly. A 


Scorecard Legend 


A. Planned progress completed and within budget as per original plans. 


‘Y Experiencing some slippage in terms of time to completion and/or budget over-runs. 
®@ Stopped and/or has fallen significantly behind schedule, and/or is significantly over budget. 


Corporate Objective: To Proactively Manage the Risks of Providing Deposit Insurance 


closely with current concepts of risk management. 4 


— Manage the risk posed by problem member institutions. Ax 


— Implement amendments to the policy of deposit insurance. 


by-laws and administer the related processes. 


clearance process. 


— Develop payout communication plan. A 


— Finalize the revision of CDIC Standards of Sound Business and Financial Practices to align more 


— Implement and administer a program respecting Standards adherence. Ad 


— Develop capacity to assess, on a timely basis, the risk to CDIC posed by member institutions. A 


— Maintain the CDIC application for deposit insurance and the CDIC exemption from deposit insurance 


— Develop, implement and maintain leading edge and user-friendly risk assessment and risk management tools. Ad 
— Maintain the CDIC Deposit Information By-law and administer the related insured deposit register 


— Conduct innovative policy analysis, research and policy development. Aa 
— Foster public awareness and understanding of deposit insurance, and CDIC’s role. Ax 


CDIC’s Standards of Sound Business and 
Financial Practices will be current and relevant. 


Uniform guidance is developed and dissemi- 
nated to member institutions and the public 
regarding deposit register, recent CDIC develop- 
ments, legislative changes, etc. 


Capability and capacity to assess risk in the 
membership. 


Level of preparedness to deal with the failure 
of any size member. 


~ Complete modernization of the Standards 
and administrative processes, and establish 
a sound system to keep them current and 
relevant. 


» Guidance developed and disseminated to all 
members and the public. 


» Development and implementation of a risk 
assessment system and associated 
processes. 


» Plans in place to deal with any size and type 
of member institution failure. 


» CDIC’s modernized Standards were imple- 


mented in October 2001 and administrative 
processes are being completed. Work on 
keeping the Standards current and relevant 
is ongoing. A 


» Information regarding CDIC developments, 
legislative changes and other pertinent topics 
is appropriately disseminated to member 
institutions and the public through consulta- 
tion papers, press releases and CDIC’s 
web site. A 


» Arisk assessment system and processes 
were put in place during the year. Using this 
methodology, all member institutions have 
been and continue to be assessed. Aa 


» Contingency planning has proceeded with 
the completion of documentation relating to: 
the identification of possible causes of failure, 
the powers of CDIC and other agencies, 
CDIC’s resources and techniques for failure 
resolution and a review of resolutions in 
other countries. A 
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PERFORMANCE MANAGEMENT SCORECARD 2001/2002 


(AS OF MARCH 31, 2002) 


Corporate Objective: To Continually Assess and Enhance Relationships with Stakeholders 


atives ihe | —Maintain, in cooperation with the Office of the Superintendent of Financial Institutions, the CDIC/OSFI 


Key Supporting Initi 
. rai i pe Strategic Alliance Agreement. ‘Y 
 - Develop and maintain close liaison and cooperation with member institutions, OSFI, the Bank of Canada, 
; Ak Department of Finance, provincial regulators, industry associations and international organizations. A 
i etl 8 _| —Continue to expand CDIC’s international contacts to share information globally on deposit insurance issues. As 
. _ | —Enhance the credibility of the Corporation via speaking engagements and participation at external functions. A 
Hs ae ae ng AY — Continue work with the Financial Stability Forum, as well as providing assistance to other governments, deposit 
ie oe i insurers and international organizations, including regular participation in conferences and seminars. A 


Level of depositor awareness. Year-over-year increases in awareness levels»? Measure of awareness survey conducted in 
leading to a level of at least 70 per cent after March 2002. Results indicate that awareness 
five years. : levels continue to rise and are on target to 


reach the objective within the established 
time frame. 4& 


CDIC’s level of compliance with authorities 100 per cent compliance by the Corporation. Achieved 100 per cent compliance re all 
(including appropriately addressing all audit : statutory reporting and filing requirements. 
and Special Examination recommendations). All audit and special examination recommen- 


dations being appropriately addressed via 


consolidated corporate action matrix and 
tracked by the Audit Committee. A 


ee ee 


Corporate Objective: To Sustain a Strong People and Knowledge Base 


Key Supporting Initiatives — Provide training programs covering individual training, corporate training and statutory official languages training. as 
— Continue international work with other deposit insurers to exchange knowledge. Ax 
— Implement Library Information Management System. ® 
— Implement communications activities to support teamwork and open communication. As 
— Implement next generation of PC Payout System. ‘Y 
— Maintain technology required to make deposit insurance payments 
(ROADMAP — software designed to facilitate the payout process). Ad 
— Conduct International Claims and Recoveries course and presentations. 4 
— Implement Electronic Document Management System. A 
— Corporate Knowledge Management project. x 


— Contingency Planning initiative. As. 


Ability to retain employees with appropriate » Levels of resources applied to training and » Actual resources applied to training amounted 


skills, qualifications and experience through development initiatives on an annual basis to $270,000, or 1.2 per cent of total operating 
effective recruiting, compensation, succession — $300,000 or 1.4 per cent of total operating expenses. Training programs planned for 
planning, training and offer of challenging expenses. the year were, in some cases, cancelled 
workplace. due to the press of work internally. Skills 


training for new and existing staff was the 
priority over professional development. 


Knowledge Management and Transfer and » CDIC explicit knowledge and information » The first component of Records Management 


Learning and Growth — time, financial is current and readily available for access was implemented and is fully operational. Ax 
resources and encouragement should be : through an Electronic Document : 
committed to staff to develop skills required Management System. 


to improve their performance, both on-the-job 


and through formal training. 
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OVERVIEW OF VARIANCES BETWEEN PLANS AND PERFORMANCE 


Corporate Objective: To Ensure CDIC’s Financial Stability and Efficient Operations 


 Redevelop or enhance existing systems (Valuation Model, Payout System, Integrated Financial 
Information System) 
Concentration of effort on higher priority initiatives has caused delays and/or postponements in these initiatives 
during the year. For example, costs relating to CDIC’s member electronic filing project for differential premiums 
purposes exceeded those originally planned for that initiative in this period and, as a result, funds were re-allocated 
from other planned initiatives. Consequently, these initiatives have been postponed to 2002/2003. 


Appropriately supported provision and/or a surplus/fund methodology in place by March 31, 2002 
The variables underlying the provisioning methodology were enhanced in 2001/2002. Work surrounding the 
deposit insurance fund methodology has been delayed to 2002/2003. It was decided to separate the two projects 
by revising the methodology first and thereafter consider the merits of establishing a deposit insurance fund. 


Maintain, in cooperation with the Office of the Superintendent of Financial Institutions, the CDIC/OSFI 
Strategic Alliance Agreement 
The existing Strategic Alliance Agreement required a number of changes given recent legislative amendments. 
During 2001/2002, substantial work was undertaken to review the agreement. A final draft is near completion. 
The new agreement will be executed in 2002/2003. 


@ Implement Library Information Management System 
Due to a reprioritization of resources, implementation of this system has been rescheduled for next year. 


'Y Implement next generation of PC Payout System 
Although functional, the existing payout system needs updating. Various components of this project are proceeding 
as planned. Other components such as the analysis segment and actual implementation of ensuing recommendations 
for improvement have been deferred and included as an important priority initiative for 2002/2003. 


Activities and Accomplishments 


x ; 
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rodgag, ang 


CDIC’s STATUTORY OBJECTS ARE TO: 
» PROVIDE DEPOSIT INSURANCE 


» PROMOTE STANDARDS OF SOUND BUSINESS AND 
FINANCIAL PRACTICES 


» CONTRIBUTE TO THE STABILITY OF THE FINANCIAL SYSTEM 


... FOR THE BENEFIT OF DEPOSITORS, WHILE MINIMIZING ITS 
EXPOSURE TO LOSS 
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Telephone enquiries on toll-free information lines 
are up by over 20 per cent since 2000 — operators 


handled over 16,000 last year. 


Provide Deposit Insurance 


ASSESSING MEMBERS’ Risk 

Minimizing CDIC’s exposure to loss is an essential 
component of the Corporation’s work and one of its 
statutory objects. With this in mind, a major focus 
of the Corporation’ activities in 2001/2002 was the 
implementation of a new risk assessment frame- 
work. During the year, efforts were focussed on 
expanding CDIC’s risk assessment capacity and con- 


ducting an analysis of each member institution. 


The Corporation’s risk assessment function now 
benefits from regular and frequent updates on envi- 
ronmental issues relevant to member institutions, 
including reports on emerging issues in the banking 
sector, national and provincial economic outlooks, 
as well as North American industrial sectors reports. 
The new reporting arrangements between CDIC 
and the Office of the Superintendent of Financial 
Institutions (OSFI) also contributed significantly 
to the expansion of the risk assessment function. 
CDIC risk managers and OSFI examiners now 
meet on a more frequent basis to exchange and 
review information on all member institutions. 
This ongoing exchange of information on member 
institutions provides an improved basis for reliance 
on supervisory information and helps to ensure 
that both organizations have a full understanding 
of the associated risks. Information exchange 
arrangements remain in place with provincial reg- 


ulators and the Quebec Deposit Insurance Board. 


While CDIC’s primary focus was on reviewing the 
risks of individual member institutions, work has 


also continued on profiling the Corporation’s overall 


membership. In March 2002, the Board of Directors 
received a detailed presentation on CDIC’s member- 
ship review. This annual review highlights trends 
and risks in the membership as a whole, as well as 
those in individual peer groups. During 2002/2003, 
CDIC will continue its in-depth analysis of mem- 
bership issues. 


ENHANCING CDIC’s PROVISIONING 


METHODOLOGY 

As a Crown corporation, CDIC is required to comply 
with the Financial Administration Act which includes 
a requirement that the Corporation prepare its 
financial statements in accordance with generally 
accepted accounting principles (GAAP). Canadian 
GAAP requires CDIC to provide for the risk asso- 
ciated with insuring the deposits of its member 
institutions if the amount can be reasonably 


estimated. 


Although CDIC’s provisioning methodology has 
provided a reasonable estimate of this risk since it 
was first developed in 1996/1997, it has become 
dated. Last year, the Corporation undertook a com- 
prehensive review of the methodology. As a result, 
the underlying variables of the provisioning method- 
ology were refined to incorporate the best data cur- 
rently available. The changes to the provisioning 
methodology are described in greater detail in the 


Management's Discussion and Analysis section. 


Inrormation tecnnoiogy p 


IMPROVING INFORMATION 


TECHNOLOGY 
Information technology plays an increasingly 


important role in the delivery, receipt and assess- 
ment of CDIC’s internal and external information. Print information is one component of CDIC's 
Accordingly, a major emphasis of the Corporation’s comprehensive public awareness initiative. 
Information Technology (IT) Strategy is on improv- 
ing access to information — primarily through 
Internet-based technology. 


During 2001/2002, the Corporation continued to 
upgrade its network to take advantage of new tech- 
nology and business applications. Consistent with 
the IT Strategy, CDIC also reduced the life cycle of 
its technology platform. In addition, the Corporation’s 
system development approach is being modernized 
to incorporate “best practice” methodologies. Also 
during 2001/2002, CDIC undertook a review of its 
security systems. It was confirmed that as a prudent 
measure, CDIC should continue to explore and 
upgrade security solutions as new systems are 


made available. 


A number of improvements were made to CDIC’s 
analytical capabilities and communications channels 
during the year. For example, a new data warehouse 
system supports risk assessment activities through 
the use of sophisticated analytical tools. Over time, 
the data warehouse will provide employees with 

a single point of access to a variety of CDIC mem- 
ber institution-related information. As well, the 


Corporation enhanced its systems to allow member 


institutions to electronically file, on a secure basis, 
information used to determine their differential 


premiums category. 
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INCREASING PUBLIC AWARENESS 
CDIC continued its efforts to increase public aware- 
ness about deposit insurance. As part of a five-year 
national campaign — launched in 2000 — CDIC 
placed print ads in selected general interest and 
finance-related magazines, and aired television adver- 
tisements on network and cable stations across the 
country. In keeping with CDIC’s partnership arrange- 
ment with the Quebec Deposit Insurance Board, 
television advertisements airing in Quebec were 


co-sponsored by both organizations. 


During the year, CDIC restructured its web site which 
now includes an interactive subscription service for 
visitors who want to receive automatic updates on 
the Corporation’s activities. The number of visits 
increased by 50 per cent since last year. The figure 
below illustrates visits to CDIC’s web site over the 


past five years. 


As well, the Corporation continued to provide its 
toll-free information lines service, responding to 
almost 16,000 calls during the year, an increase in 
volume of almost 22 per cent since 2000. The fig- 
ure below illustrates enquiries received on CDIC’s 


toll-free information line over the past five years. 


CDIC implemented a similar service on behalf of the 
new Financial Consumer Agency of Canada (FCAC), 


an organization that works to protect and educate 


Web Site Visits from 1997/1998 to 2001/2002 


1997/1998 1998/1999 1999/2000 2000/2001 2001/2002 


consumers about financial services. CDIC has a cost- 
recovery agreement in place with the FCAC for the 
sharing of personnel, equipment and other related 


expenses. 


CDIC continued to work with member institutions 
to improve the flow of information to consumers. 
Introduced in 1996, the Deposit Insurance Information 
By-law provides for member institutions to maintain 
a Deposit Register listing products that are eligible 
for CDIC protection. In the past year, CDIC has 
increased its efforts to make Deposit Registers 
more readily available. The Corporation initiated a 
review of the by-law and determined that amend- 
ments were required to provide for greater clarity 
about deposit insurance products and eligibility. 
Consultation with member institutions will be 
undertaken during the next year to determine the 
best approach to meet depositors’ needs for accurate 
and timely information while keeping the adminis- 


trative burden on members at a minimum. 


Toll-Free Information Line Enquiries 
from 1997/1998 to 2001/2002 


1997/1998 1998/1999 1999/2000 2000/2001 2001/2002 


Percentage 


As demonstrated by CDIC’s annual public opinion 

survey, awareness-building efforts are having a positive 
impact. The figure below shows that 60 per cent of 
those recently surveyed were aware of CDIC, up from 

47 per cent prior to the campaign. Moreover, the number 

of Canadians who incorrectly believe that mutual funds are 
insured products declined from 40 per cent to 32 per cent. 
CDIC will use these findings to help determine future 
directions of its public awareness program, as well as possible 
amendments to the by-law. 


Minrmizinc Losses to CDIC 

CDIC’s mandate was expanded in 1987, from a paybox (confined 
in its role to paying the claims of creditors after a bank is closed) 
to a risk minimizer with requisite powers to reduce or avert a 
threatened loss to CDIC. As a result, CDIC introduced a policy 
to intervene early into the affairs of a problem member institution, 
developed Standards of Sound Business and Financial Practices 
aimed at enhancing corporate governance practices and sound 
risk management systems in member institutions, and instituted 
a differential premiums system designed to provide financial 
incentives for lower-risk profile member institutions, among other 
things. CDIC’s losses from post-1987 failures, as a percentage of 
insured deposits, have averaged less than half the level sustained 
from pre-1987 failures. 


Awareness Survey Results 


Pre-Campaign 
! Post-Year 1 
i iim I a 


Awareness Awareness of Believe mutual 
of CDIC $60,000 limit funds insured 


| CDICSADC 


Canada 


A 50 per cent increase in visits to 
CDIC’s Web site over the year indicates 
growing awareness of the importance 


of deposit insurance. 


Recoveries on claims in 2001/2002 

During the year, the Corporation recovered 

$40 million against outstanding claims and loans 
from failed institutions, bringing the total recoveries 
for the past five years to $754 million. Of the 

$40 million, $22 million was recovered from Adelaide 
Capital Corporation, a work out company with 
significant non-cash assets. An additional $11 million 
was recovered from Northland Bank as a result of 
the residual asset agreement, and $7 million was 
received from Security Home and Mortgage 
Corporation. In addition, $26 million was recovered 
against amounts previously written off. Most of the 
remaining assets in the nine active estates are in cash 
and remain in active liquidation due principally to 
legal matters. 


Settlers Savings & Mortgage Corp. (Formal Liquidation — 1990) 


Northland Bank (Formal Liquidation — 1985) 


Non-Cash Assets Liquidated as a Percentage of Total 
Non-Cash Assets 
(Method of Failure Resolution — Year of Failure) 


® All cash flows are discounted on an annual basis to arrive at the net present value. 


CDIC's CDIC’s Recoveries 


Discharges in 2001/2002 

During the year, CDIC worked with a court-appointed 
liquidator and a privately appointed manager to 
complete the liquidation of Northland Bank and 
Settlers Saving and Mortgage Corporation. A third 
estate, Canadian Commercial Bank, was discharged. 


Assets subject to Deficiency Coverage 
Agreements 

On December 31, 1992, CDIC entered into two 
10-year Deficiency Coverage Agreements (DCAs) 
with the Toronto-Dominion Bank (TD) to facilitate 
the acquisition of approximately $9.8 billion in 
assets from Central Guaranty Trust. At that time, 
total assets of $7.1 billion were eligible for claims. 


However, the agreements limited total claims to 
$2.49 billion. 


CDIC’s Craims, RECOVERIES AND LOSSES ON FAILED MEMBER INSTITUTIONS 


and Loans 


CDIC’s Projected Loss 

: Total Claims - to March 31, 2002 and (Gains) as % of 

($ Millions) ($ Millions) As % of Total Claims Claims and 
Expected and Loans Loans — 


- NPV? Basis 


i* N 


During the year, CDIC paid capital and income 
claims of $10 million with claims paid since 1992 
totalling $162 million. The claims projected to be 
paid to the end of 2002 represent only 60 per cent 
($181 million out of a possible $300 million) of the 
total expected at the outset of the agreement. The 
original $7.1 billion in assets covered by the DCAs 
has been reduced to $201 million through the normal 
paydown of loans, TD’s renewal of loans at its own 
risk, the acquisition of loans by others and the disposal 
of assets. CDIC continues to monitor the DCAs in 
order to minimize its exposure, particularly as the 
agreements draw to an end on December 31, 2002. 


Claims and legal management 

An ongoing priority during 2001/2002 was the 
study of how to enhance litigation performance 
assessment and management. Over the years, 
CDIC’s total recoveries in estates arising from actions 
against directors, officers and auditors have been 
approximately $200 million. 


REVIEWING THE POLICY 


FRAMEWORK 

Initially enacted in 1993 and subsequently amended 
in 1999, the Deposit Insurance Policy By-law pre- 
scribes the terms and conditions with which CDIC 
member institutions must comply. On March 7, 2002, 
the Board of Directors made further amendments 
to the by-law. Implemented following a comprehen- 
sive review and consultation with member institu- 
tions and their associations, the changes to the by-law 
were designed to harmonize the deposit insurance 
policy with recent amendments to the Canada 
Deposit Insurance Corporation Act included in the 
Financial Consumer Agency of Canada Act and to 


directors, officers and auditors hav 


the Bank Act and Trust and Loan Companies Act 
and their regulations. Some of the key amendments 
to the by-law were: 


(a) making permanent the prohibition against 
member institutions disclosing prescribed 
information about their differential 
premiums categorization 


(b) requiring a member to comply with any under- 
taking that it has given to CDIC and any agree- 
ment it has entered into with CDIC 


(c) clarifying that members need only notify CDIC 
of any actual or proposed change in control of, 
or any actual or proposed amalgamation, merger, 
arrangement or acquisition of an affiliate where 
the change affects or could affect the operations 
or financial condition of the member, and 


(d) requiring a member to prepare and maintain 
records that accurately and fully describe and 
disclose its off-balance sheet assets and liabilities 


DEVELOPING A KNOWLEDGE-BASED 


ORGANIZATION 

During 2001/2002, CDIC undertook a number of 
important knowledge management initiatives. 
The Corporation developed a draft knowledge 
management strategy that will serve as a guide 
for investment into the human, structural and 
technology resources required to drive CDIC 
initiatives. As well, the Corporation began preparing 
an inventory of key knowledge activities, such as 
contingency planning, and achieved significant 
progress in integrating these activities into the 


knowledge management framework. 
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Promote Sound Business and 
Financial Practices 


PROMOTING CDIC’s STANDARDS 
OF SOUND BUSINESS AND 


FINANCIAL PRACTICES 

As part of its statutory mandate, CDIC is required 
to promote standards of sound business and financial 
practices for member institutions. Following a 
comprehensive consultative process with members, 
industry associations, regulators and interested 
parties, CDIC completed the modernization of its 
Standards of Sound Business and Financial Practices 
(Standards) and streamlined its reporting program 
for member institutions. The new by-law came 
into effect on October 24, 2001 and members will 
report to CDIC on adherence to the new Standards 
between July 15, 2002 and July 14, 2003. 


In updating the Standards, CDIC achieved its three 
main objectives: to align the Standards with current 
management practices at well-run institutions; to 
recognize that organizational structures and manage- 
ment processes vary among member institutions 
depending on such factors as their size, geographic 
diversity and business activities; and to ensure consis- 
tency and compatibility between the Standards and 
federal or provincial statutory and regulatory 
requirements. 


Last YEAR, CDIC EMPLOYEES RAISED OVER $39,00¢ 


A process is now being developed to ensure that any 
requirements for additional modernization of the 
Standards or streamlining of the related reporting 
procedures are identified on an ongoing basis. This 
process will include regular review of domestic and 
international corporate governance, strategic manage- 
ment, risk management and control initiatives in 
regulatory and supervisory agencies (e.g. OSFI 
and provincial regulators, the U.S. Federal Deposit 
Insurance Corporation and the Bank for International 
Settlements); periodic meetings with regulators and 
member institutions, and their associations; and 
periodic independent validation of the Standards 
and related reporting program by outside experts. 


FOLLOWING SOUND BUSINESS AND 


FINANCIAL PRACTICES 

As the Standards are brought into effect in CDIC’s 
member institutions, the Corporation is initiating a 
process to gauge its own performance. CDIC is also 
enhancing its strategic management process and 
validating processes for identifying and managing 
its risks in providing deposit insurance. 


SUPPORTING A POSITIVE WorK 


ENVIRONMENT 

CDIC has long recognized the importance of a 
positive work environment in improving employee 
satisfaction and productivity. Last year, CDIC 
employees participated in an employee survey 
designed to take the pulse of employee satisfaction 
and identify any need for improvement within the 
organization. The survey results on employee morale 
and satisfaction were well above industry-wide 
benchmarks. Employees also took part in a series of 
focus group sessions led by the President and CEO 
to set out specific actions that could be taken to 


address certain issues raised in the survey that, 

if left unattended, could be detrimental in the long 
run to future employee morale and satisfaction. 
Work is well under way on implementing many 
of the suggested improvements, such as providing 
more detailed communications to employees about 


corporate direction. 


CDIC also maintains a culture of awareness about 
equity and diversity issues. As a Crown corporation, 
it is required to comply with various statutes that 
address these issues. The Corporation also recognizes 
the need to weave these principles into the fabric of 
its operations. Corporate values and ethics are also 
a cornerstone of employee behaviour. CDIC has 
commenced a review designed to bring together 
various internal documents addressing corporate 
values into a consolidated code of ethics for the 


organization. 


As part of its commitment to the broader community, 
CDIC promotes environmental awareness among 
its employees. A number of initiatives were under- 
taken during 2001/2002, including the installation 
of video conferencing facilities, an action aimed at 
reducing the amount of employee travel between 
CDIC’s Ottawa and Toronto offices. To encourage 
the use of public transportation, CDIC implemented 
a transit pass for employees derived through a 
payroll deduction program. In addition to existing 
activities, a number of new initiatives were also 
undertaken, such as reducing paper consumption 


by providing communications via the intranet 


rather than in paper copy. 


Each year, OSFI and CDIC challenge each other as 
a means of increasing the amount of money raised 
for the United Way. Last year, CDIC employees raised 
over $39,000. Employees also support a variety of 
other events aimed at raising money for charitable 


organizations. 


Contribute to the Stability of the 
Financial System 


CDIC undertakes a variety of initiatives designed 
to promote the stability of member institutions and 
Canada’s financial system. Among the Corporation’s 
activities in this regard are contributing to relevant 
policy and legislative reforms, monitoring economic 
trends and maintaining ongoing operational readi- 
ness in the event that a member institution should 


fail in the future. 


WORKING WITH Key PARTNERS 
Maintaining relationships with key stakeholders 
and partners is important for CDIC. In 2001/2002, 
the Corporation worked closely with OSFI and 
provincial counterparts, the Department of Finance, 
the Bank of Canada and other organizations to 
promote information sharing. The Corporation 
also began a number of initiatives with the newly- 
formed Financial Consumer Agency of Canada 
(FCAC). CDIC’s Chairperson is a statutory 
member of the Financial Institutions Supervisory 
Committee and a member of the Senior Advisory 
Committee, which also include as members the 
Superintendent of Financial Institutions, the Deputy 
Minister of Finance, the Governor of the Bank of 
Canada and the Commissioner of the FCAC. 
Employees work together with representatives from 
these organizations on a regular basis to ensure a 
good flow of information and coordination of activ- 


ities of common interest. 


PLANNING FOR CONTINGENCIES 
CDIC regards contingency planning as an essential 
element in managing its risks, and addresses the 
subject on several broad fronts — by doing what 
it can to prevent failures in the first place; by being 
prepared to deal with failures if they occur; by 
improving its management of the aftermath of 
failures; and by training people to face whatever 


situation might arise. 


CDIC has in place the competencies to identify, 
assess and manage significant risks in its members 
before these risks lead to serious concerns. To name 
some of its major initiatives, CDIC has devoted 
significant resources to developing Standards of 
Sound Business and Financial Practices, to designing 
a risk management methodology, to instituting a 
risk management group that works closely with 
regulators and supervisors, and to bringing into 


effect a differential premiums regime. 


Accepting that even in the best regulated systems 


there can be failures, CDIC also continues to prepare 
for contingencies in the face of changes taking place 
in the global economy, the Canadian financial sector 


and its own operations. 


During 2001/2002, CDIC focused on extracting from 
past experiences what might be useful for dealing 
with unknown, future events. In this regard, CDIC 
has laid a useful foundation by compiling essential 
reference materials and precedents; reviewing legal 
powers to act, both its own and those of other 
agencies; reviewing the experiences of other countries 
in dealing with and preparing for contingencies; 
and identifying subject matters that require 


further research. 


In 2002/2003, CDIC will refine this understanding 
of the broad responses and actions that could be 
exercised under various powers in response to 


potential scenarios that could occur. 


While considering certain scenarios is of assistance 
in planning practical steps, CDIC will still need a 
good understanding of many subject matters. 
Consequently, CDIC will continue with its research 
of issues such as electronic banking, the implications 
of new deposit products and cross-border and 


insolvency issues. 


CDIC is continuing to work on re-engineering its processes and systems to pay out 
insured deposits in the event of a failure. The aim is to identify efficiencies and improve- 
ments that could lead to the reduction in the time and money required to effect a payout. 
CDIC is also continuing to work on post-failure issues such as asset portfolio management 


and disposition, and asset valuation methodologies. 


With respect to planning for contingencies, CDIC is conscious of having to ensure that the 
requisite employee skills are maintained. Since the last failure of a CDIC member was in 
1996, many employees have no experience in dealing with a member failure. As a conse- 
quence, senior managers at CDIC have instituted a series of sessions designed to familiarize 
key new employees with the important issues surrounding a failure, with the aim of sharing 


accumulated knowledge and experience. 


PARTICIPATING IN INTERNATIONAL ACTIVITIES 
CDIC participates in several fora where issues of financial stability and the important role of 
effective deposit insurance systems are discussed. The Corporation's main objectives in its interna- 
tional work are to maintain and enhance CDIC’s proactive readiness, to respond to the challenges 
and opportunities of globalization, and to contribute to the stability of Canada’s financial system. 
To undertake effective contingency planning, it is important to develop and draw on international 
networks and experts familiar with the best deposit insurance practices and resolution methods. 
| In addition, promoting Canada’s safety net internationally enhances the reputation and quality 
of Canada’s financial and regulatory system. Expenses associated with such activities are incidental 
to the CDIC budget and there is a firm basis for cost recovery where CDIC is asked to provide its 
expertise to other countries. 


..-LE I5 IMPORIANT [TO DEVELO? AND 
DRAW ON INTERNATIONAL NETWORKS 


AND EXPERTS FAMILIAR WITH THE 
BESI DEPOSIT INSURANCE PRACTICES 
AND RESOLUTION METHODS. 


J.P. Sabourin (right) with Winston Carr 
of Jamaica (left). CDIC spearheaded 
the formation of the International 
Association of Deposit Insurers. 
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CDIC was an active participant in the work under- 
taken by the FSF. Last year, CDIC’s President and 
CEO, Jean Pierre Sabourin, chaired the FSF’s 
Working Group on Deposit Insurance. The Working 
Group’s final report was endorsed by the FSF in 
September 2001, and many countries are now 
using the guidance in the design or reform of their 
deposit insurance systems and practices. This report 
contains practical guidance on a range of deposit 
insurance issues, focussed on such themes as public 
policy issues, transitioning, moral hazard, mandates 


and the interrelationship between safety net players. 


CDIC took a leadership role in the creation of the 
[ADI which was established in Basel, Switzerland, 
on May 6, 2002. The Association is a not-for-profit 
organization which has, as its mandate: enhancing 
an understanding of common interests and issues 
related to deposit insurance, setting out guidance 
to improve the effectiveness of deposit insurance 
systems, encouraging international contacts, under- 
taking research on deposit insurance issues for the 
benefit of practitioners, facilitating information 
sharing through training opportunities and educa- 
tional programs not available elsewhere, and 
providing advice on deposit insurance matters. 
Mr. Sabourin was elected Chair of the Executive 
Council and President of the Association. 


CDIC provides advice and technical assistance to 
countries wishing to establish or reform their deposit 
insurance systems. Last year, CDIC continued its 
collaboration with Hungary, Jamaica, the Philippines, 
Ukraine and Thailand. As well, the Corporation 
provided advice — on a cost-recovery basis — to the 
Hong Kong Monetary Authority on the design of a 
payout system for their proposed deposit insurance 


system. 


An expert on deposit insurance issues, Mr. Sabourin, 
has developed working relationships with many 
countries and receives numerous requests to make 
presentations at international fora. In fiscal year 
2001/2002, Mr. Sabourin delivered numerous 
speeches and presentations on deposit insurance 
issues, including remarks at the 37th Annual 
Conference on Bank Structure and Competition 
held at the Federal Reserve Bank of Chicago, 

the International Seminar on Legal and Regulatory 
Aspects of Financial Stability in Basel and the 


International Seminar on Comparative Experiences 


in Confronting Banking Sector Problems in Latin 
America and the Caribbean (World Bank) in 


Montevideo. 


Membership Performance and Profile 


Membership Performance 


CHANGES IN CDIC MEMBERSHIP 


During the year, four members (Bank One Canada, Comerica Bank — Canada, Credit 

Suisse First Boston Canada and Deutsche Bank Canada) transferred their assets and lia- 

bilities to their foreign bank parents’ newly established Canadian branches and ceased 
| accepting deposits. As a result, CDIC cancelled their policies of deposit insurance. 


Three banks (Chase Manhattan Bank of Canada, Mizuho Bank Canada and Tokai Bank 
Canada) were granted authorization to accept wholesale deposits without being CDIC 
members. This brings to 11 the number of banks that have chosen to opt out of CDIC 
membership since 1999. 


Other changes involved: CIBC Mortgage Corporation, Fortis Trust Corporation and 
State Street Trust Company of Canada, all of which ceased accepting deposits and had 
their deposit insurance policies cancelled; and CCF Canada, which amalgamated with 


HSBC Bank Canada. There was only one new member, BNY Trust Company of Canada. 


FINANCIAL PERFORMANCE 
Notwithstanding the North American economic 
slowdown that started early in 2001 and was accel- 
erated by the events of September 11, the overall 
financial performance of CDIC’s member institu- 
tions remained strong in fiscal year 2001/2002. 


Higher profits in 2001/2002 


CDIC member institutions this year had a record 
profit of $10.4 billion, an increase of 2 per cent from 
2000! profit levels. However, the strong results 
achieved in the first three quarters of the year was 
not sustained in the fourth quarter of 2001. This 
was due to the sharp slowdown in the economy at 
the end of the year and the consequent impact on 
asset quality and level of loan-loss provisions, as well 
as the adverse impact of sluggish capital markets on 
the generation of non-intermediary income 


(“other income”). 


Spreads increased ... 

Net interest income? increased by 16 per cent in fiscal 
year 2001, compared to a 1 per cent increase in fiscal 
year 2000. For the first time since 1996, gross interest 
spreads (before provision for loan losses) increased 
for the membership, reaching 190 basis points of 
average assets compared to 180 basis points in 2000. 
The falling interest rate environment contributed 
to some extent to the improved spreads. For most 
member institutions, deposit liabilities have a shorter 
term than assets, so liabilities re-price more frequently 
than assets. Therefore, with declining interest rates, 
the interest cost on an institution’s liabilities typically 
reduces at a faster pace than the pace at which the 
income earned on its assets declines, leading to 
widening interest rate spreads. This increase in gross 


spreads was most apparent among domestic banks. 


' Unless otherwise specified in this section, year references are to member institution 
fiscal year ends. 


2 Net interest income is the difference between interest income and interest expenses. 
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Operating expenses at member institutions continued 
to increase by approximately 10 per cent in 2001. 
This trend, along with the decline in non-interest 
income, resulted in some deterioration of efficiency 
ratios for many CDIC members. 


... But weak capital markets affected 


other income 
In recent years, other income of the members has 
steadily increased as a share of total income, com- 
pared to interest income, a trend which reflects the 
growing importance of capital market activities to 
member institutions. Although other income has 
exceeded interest income in every year since 1997 
(reaching 59 per cent of total income in 2001), the 
rate of growth declined to only 3 per cent in 2001 
from 20 per cent in 2000. This lower growth largely 
reflects the reduced level of investment banking 
activity during the year. 


Specifically, the share of other income generated by 
securities commissions and underwriting fees 
dropped to 21 per cent in 2001 from 26 per cent in 
the previous year. At the same time, however, there 
was an increase in non-market related components 
of other income, such as service charges, thus 


allowing for an overall increase in total income. 


Strong asset growth for member institutions 
Total assets of member institutions achieved a double- 
digit growth (approximately 11 per cent) in 2001, 
improving on the already strong 7 per cent of the 
previous year. Total assets reached $1.64 trillion, 
with loans continuing to be the dominant asset 
category. Personal, mortgage and commercial loans 
reached $793 billion in 2001, accounting for more 
than 48 per cent of total member assets. 


Year over year, most other asset categories witnessed 
lower growth, with the exception of the reverse 
repurchase agreements (“reverse repos”) and 
derivatives-related assets, which registered higher 
growth rates of approximately 40 per cent and 

30 per cent, respectively. By comparison, derivatives 
grew by 20 per cent in 2000 and reverse repos 
actually declined that year. Members’ securities 
portfolios maintained nearly the same growth 
achieved in the previous year and represented 

23 per cent of total assets at the end of 2001, 
compared to 22 per cent at the end of 2000. Over the 


20.5% 


Components of Other Income, 2001 


Service Charges 


Investment Management and Custodial Services Fees 


Income from Trading and Non-Trading Instruments 


(_} Securities Commissions and Underwriting Fees 


Other 
Loans, Guarantee and Bankers’ Acceptance Fees 
redit and Debit Cards Fees 


@ Income from Securitization of Assets 


For members’ fiscal year 


past five years, securities have displaced commercial 
loans as the dominant asset category in members’ 
portfolios. The steady growth in securities and 
derivative related assets indicates the growing 
importance of capital market-based transactions 
in the business mix of the members, especially 


that of the large banks. 
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Asset Mix, 1997 vs. 2001 


1997 


As at members fiscal year end 


Although securitized activity declined by 14 per cent 
year over year, securitized assets (excluding third 


party securitizations) still amounted to a substantial 
$90 billion at the end of 2001. 


The decline is primarily the result of a sharp reduction 
in the level of commercial loans securitized, which 
was partially offset by an increase in the securitization 
of insured residential mortgages. 


in 2001, with a sharp increase in levels of impaired 


loans. Overall, impaired loans grew by 31.5 per cent 
during 2001, more than double the rate recorded in 
2000 (14 per cent). This resulted in an increase in 
gross impaired loans from 1.2 per cent of total loans 
in 2000 to 1.5 per cent in 2001. The higher level of 
impaired loans at member institutions continues to 
be fully covered by allowances for impairment as 
of the end of fiscal year 2001. 


Specific provisions reached approximately $6 billion 
at the end of fiscal year 2001, compared to $4.6 billion 
at the end of fiscal year 2000. Total general allowances 
at member institutions amounted to about $8.3 billion 
at the end of 2001, an increase of 11 per cent for 
the year. General allowances amounted to 51 basis 


points of total assets in 2001, compared to 47 basis 


| Securities 
Derivatives-related amounts 
a Reverse repurchase agreements 
& Consumer loans 
Mortgage loans 
Commercial loans 
Other 


points in 2000. This reflects both prudent general 
allowance policy on the part of members and OSFI’s 
capital treatment that permits a certain proportion 
of general allowances (currently 0.875 per cent of 
risk-weighted assets) to be included in capital. 
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The membership’s asset growth has resulted in 
an increase in the assets to capital ratio of the 
membership over the past few years. However, the 
lower overall risk weighting of assets, combined with 
increases in regulatory capital, led to an improvement 
in Bank for International Settlements (BIS) capital 


ratios over the past five years, rising to 12.8 per cent 
in 2001. 


In summary, the past several years has seen a 
strengthening of the balance sheets of member 
institutions, accompanied by growing profits and 
increasing general allowances. Overall, the member- 
ship appears to be well positioned to deal with 
future risks. 


0.5 


-0.5 
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Securitized Assets Mix, 1999 — 2001 


1999 2000 


Impaired Loans to Total Loans, 1997 — 2001 


1997 1998 1999 2000 2001 
® Unprovided @ Provided 
Capitalization, 1997 — 2001 
“— : — 


1997 1998 1999 2000 


@ BIS Risk-Based Capital (percentage) 


®@ Assets to Capital Multiple (times) 


2001 


@ Residential mortgages uninsured 
© Residential mortgages insured 
@ Personal loans 

@ Other assets 

® Credit card loans 


@ Commercial loans 


ADHERENCE TO STANDARDS OF 
SOUND BUSINESS AND FINANCIAL 
PRACTICES 

For the seventh and final year, member institutions 
reported their adherence to the CDIC Standards 
through the Standards Assessment and Reporting 
Program (SARP). As a result of the recent modern- 
ization of the Standards, the SARP program will be 
replaced. 


Total deficiencies either reported by the member 
institutions or identified by examiners and CDIC 
remained almost the same in 2001 as in the previ- 
ous year. Over the past three years there has been 
a significant decline in deficiencies. Of the deficien- 
cies reported by members, 17 per cent were carried 
over from the year 2000. Four-fifths of the defi- 
ciencies related to two specific Standards: Internal 


Control and Credit Risk Management. 


CDIC continued to monitor members’ adherence 
to the Standards throughout 2001/2002 and to 
ensure that outstanding deficiencies were being 


addressed. Deficiencies identified by the examiners 
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and CDIC accounted for 19 per cent of the total in 
2001, compared to 25 per cent in 2000 and 57 per 
cent in 1999. Overall, member institutions are 
addressing their deficiencies in a timely manner. 
This positive trend indicates that member institu- 
tions are continuing to recognize and report defi- 


ciencies more effectively. 


DIFFERENTIAL PREMIUMS By-LAW 
= PREMIUND ( ATECORITES OF 


MEMBER INSTITUTIONS 
CDIC is funded primarily by deposit insurance 


premiums payable annually by member institutions. 


The premium payable by a member institution is 
based on the total amount of insured deposits held 
by the member as of April 30 and calculated in 
accordance with the Canada Deposit Insurance 
Corporation Act and the CDIC Differential 


Premiums By-law. 


Under the CDIC Differential Premiums By-law, 
member institutions are classified into one of four 
premium categories with Category 1 being the 
highest rated (best) and Category 4 being the 


lowest rated (worst). Except in special circumstances 
set out in the by-law (relating to new member 
institutions, subsidiaries of member institutions 
and certain amalgamation scenarios), classification 
is based on a system that scores a member institution 
according to a number of quantitative and qualitative 
criteria or factors. Quantitative factors include capital 
adequacy, earnings, asset quality and asset concentra- 
tion. Qualitative factors include the examiner’s rating, 
adherence to CDIC Standards and other information. 


The 2001 premium rate for Category 4 was set at 
1/3 of 1 per cent of insured deposits, which is the 
maximum allowed under the Canada Deposit 
Insurance Corporation Act. The rates for categories 
1, 2 and 3 were the same as the previous year — 
124th of 1 per cent, 1/12th of 1 per cent and 1th 
of 1 per cent respectively. In previous years, the 
rate for Category 4 was 1th of 1 per cent, the 
same as Category 3. 


In the 2001 premium year, 67 per cent of all member 
institutions ranked in the best premium category 
and 90 per cent ranked in either Category 1 or 2 
(see the table below). 


DISTRIBUTION OF MEMBER INSTITUTION BY 
PREMIUM CATEGORY AND PREMIUM YEAR (PERCENTAGE) 


Membership Profile 


The following profile provides comparative informa- 
tion on CDIC’s membership for the last five years. 
The profile is not intended, in any way, to reflect 
or otherwise comment on risk to CDIC. The profile 
has been prepared from financial information 
supplied by members through their normal reporting 
requirements, and from some financial information 
received directly by CDIC. Every effort has been 
made to ensure that the compilation is correct; 


however, as the financial information comes from 


varied sources, CDIC cannot guarantee its accuracy. 


In providing such information, CDIC is limited by 
the availability of the financial information in a 
readily accessible format and by confidentiality 
requirements. It should be noted that the financial 
information is presented in aggregates and averages; 


financial information for individual members can 


vary significantly from the amounts presented. 
In addition, off-balance sheet activities, including 


estate, trust and agency business, are not included. 


Based on CDIC membership as of March 31, 2002, 
the financial information has been classified into 
three major peer groups: domestic banks and their 
subsidiaries; subsidiaries of foreign institutions; 
and domestic trust and loan companies. These peer 
groups reflect the unique characteristics established 


by governing legislation and regulatory frameworks. 


THE MEMBERSHIP PROFILE INCLUDES: 


INCOME AND PROFITABILITY MEASURES 


Membership Information 


CDIC Mempers As OF MARCH 31, 2002? 


Domestic Banks and Subsidiaries 


a VOSS ce e 


Bank of Nova Scotia (The f ; 
Bank of Nova Scotia Trust Company (The) Domestic Trust and Loan Companies 


Montreal Trust Company 

Montreal Trust Company of Canada 
National Trust Company 

Scotia Mortgage Corporation —_ 
Victoria and Grey Mortgage Corporation 


hs “ 


CIBC Mellon Trust Company 


Canadian Western Bank 
Canadian Western Trust Company 


Investors Group Trust Co. Ltd. 
Trust Company of London Life (The) 
M.R.S. Trust Company 


Manulife Bank of Canada 


Maple Trust Company 


4 tee 


MD Private Trust Company 


Toronto-Dominion Bank (The) 
Canada Trust Company (The) 
Canada Trustco Mortgage Company 
First Nations Bank of Canada 

TD Mortgage Corporation 

TD Pacific Mortgage Corporation Trimark Trust 


3 Member institutions with common affiliation have been grouped together, starting 
with the member having the largest assets and then in alphabetical order. 


Subsidiaries of Foreign Institutions 


Bank of East Asia (Canada) (The). 


BNP Paribas (Canada) 


HSBC Bank Canada 
HSBC Mortgage Corporation (Canada) 
HSBC Trust Company (Canada) 


ING Bank of Canada 
Equisure Trust Company 


Total: 28 TOTAL: 91 members 
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MEMBERSHIP CHANGES: 
APRIL 1, 1997 — MARCH 31, 2002 


New Members 


Other Membership Changes 


May 1, 1998: National Westminster Bank of Canada amalgamated with HongkongBank Loan Corporation that in turn amalgamated with 
Hongkong Bank of Canada — continuing as Hongkong Bank of Canada. 


December 22, 1999: Sun Life Savings and Mortgage Corporation was authorized to carry on the activities of a trust company ney the name 
Sun Life Financial Trust Inc. 


January 25, 2000: J.P. Morgan Canada’s application for authorization to accept deposits payable in Canada without being a epic member 
institution was oe — policy cancelled. 


nada Deposit |i Ta 


March 2, 2000: Rabobank Canada’s application for authorization to accept deposits payable in Canada without being a CDIC member institu- 
tion was approved — policy cancelled. 


April 19, 2000: The Sumitomo Bank of Canada’s application for authorization to accept deposits payable in Canada without beingaCDIC 
member institution was approved — policy cancelled. 
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April 20, 2000: Sanwa Bank Canada’s application for authorization to accept deposits payable i in Canada without being a CDIC member insti- : 
tution was approved — policy cancelled. 


April 28, 2000: Sakura Bank (Canada)’s application for authorization to accept deposits payable in Canada without being a ae member insti- : 
tution was approved — policy cancelled. 


July 17, 2000: Dresdner Bank Canada’s application for authorization to accept deposits payable in Canada without bee. a coIC member institution 
was approved — policy cancelled. 


July 26, 2000: ABN AMRO Bank Canada’s application for authorization to accept deposits payable in Canada without being a CDIC member 
institution was approved — policy cancelled. 


August 25, 2000: Bank of America Canada’s application for authorization to accept deposits payable in Canada without being a cpic member 
institution was approved — policy cancelled. 


ber 9, 2001: ciBc Mongeg2 Corporation cessed to accept oe — policy cancelled 


, No mmber 9 2001: Deutsche Bank Canada ceased: to accept deposits — le cancelled. 


- Jar NL 14 2002: Comerica Bank — Canada ceased to accept deposits — — policy cancelled. 


January 21, 2002 Credit Suisse First Boston Canada ceased to accept deposits — policy cancelled. 


March § 2002: ‘Mizuho Bank (Canadals application tor authorization to or deposits payable in Canada without being a CDIC member institution 
was. approved oF poiey cancelled. 


-anada Deposit Insurance { 
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Summary Financial Information — Total CDIC Membership 


BALANCE SHEET ($ BILLIONS AND PERCENTAGE) 


INCOME STATEMENT ($ MILLIONS) 


14,165 


14,636 


13,519 
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ASSET SIZE AND QuaLITY MEASURES 


Total Assets ($ billions a. percentage) 


Domestic banks and subsidiaries ‘15584 949 14052 95.2 13286 957 13280 956 1,1789 955 
Subsidiaries of foreign institutions 73.1 4.5 : 62.1 42 : 514 of : 530 3.8 | 83 Sais) 
Domestic trust and loan companies | 104 0.6 | 93. 0.6 | 80 0.6 | 78 | 0.6 | i 0.6 
| Total 1,641.9 100.0 1,476.6 100.0 1,386.0 1000 13898 1000 1,2349 1000 


dies Loans to Total Assets (percentage) 


Bemeete fans and subeduinee 
Subsidiaries of foreign institutions | 0.9 2 1.1 : 1.2 : (fs : 1.8 


Domestic trust and loan companies | 0.9 : 0.5 : 0.5 2 0.6 : 0.8 


Impaired loans (gross)/total assets (gross) 


pie Bee to Total Lgans ipercentage) 


Domestic banks aid subsidiaries 
Subsidiaries of foreign institutions | 1.6 | ES) | 2.0 : 2.6 3.0 
Domestic trust and loan companies : 1.3 2 0.7 : 0.8 : 0.9 1.2 


Impaired loans (gross)/total loans (gross) 


Impaired Loans Unprovided For ipereonie ge) 


-Asat members scal year end 
Domestic banks and subsidiaries 
Subsidiaries of foreign institutions -3.2 : 1.8 : -8.4 : 16.6 14.9 


Domestic trust and loan companies 31.1 : -30.1 : -29.6 : 0.8 2 14.0 


- (Allowance for loan impairment/Impaired loans(gross)) 


Net Impaired Loans to Total dada Equity tpereepeae) 


As at members’ fiscal year end 


Domestic banks and subsidiaries : -0.4 | -1.8 | -2.4 : -1.2 3 0.8 


Subsidiaries of foreign institutions : -0.4 0.3 -16 5.4 7 5.9 
Domestic trust and loan companies | 33 “17 : -1.8 : 0.1 14 


Impaired loans (net)/average shareholders’ equity 


Deposit LIABILITIES IN CANADA 


Total oe ($ billions and percentage) 


Domestic banks and subsidiaries 8978 «(9448516 95.0 «8007 952 «7845.1 7157 95.0 
Subsidiaries of foreign institutions 46.2 48 : 30.0 4.3 35.0 4.2 35.0 4.3 : AG. 4.2 
Domestic trust and loan companies 2 75 0.8 | 61 0.7 : 55 0.6 : 54 0.6 ; 57. (08 
Total 9515 1000 896.7 100.0 8412 1000 8188 1000 753.0 1000 


Domestic banks and subsidiaries 3147-331 «3040 33.9 2941-350 2858 | 349 293.2 389 
Subsidiaries of foreign institutions : 104 1.1 | 87 1.0 : 82 1.0 : 13. 0.9 : 12: 1.0 
Domestic trust and loan companies : 65 0.7 ; 54 0.6 | 48 0.6 : Ae 0.6 | 5.0 0.7 
Total 316 49 3181 355 © 3071 | 66 2978 364 3054 406 | 


CAPITALIZATION MEASURES 


Sane (percentage) 


Homactie 6 bone and subsidiaries 


Subsidiaries of foreign institutions 2 6.9 2 6.6 : 6.0 , 48 : 48 


) Domestic trust and loan companies | 8.7 ; 8.8 | 8.5 : 8.4 : ia 


Average shareholders’ equity/average assets 


BIS Risk- Based ee ete): 


ae banks an Sc 11.8 | 1 . 10.7 10.1 
) Subsidiaries of foreign institutions | 133 | 12.9 12.9 11.1 10.4 
Federal trust and loan companies | 19.5 ; 20.1 | 22.2 | 22.7 : 24.3 
* BIS (Bank for International Settlements): Provincial trusts have in most cases to meet capital adequacy requirements that are 
| calculated under a different basis. 
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INCOME AND PROFITABILITY MEASURES 


Net Income ($ millions) 


hamecte ini and subsidiaries 


Subsidiaries of foreign institutions 
Domestic trust and loan companies 


10,142 


eS Lele i (peter 


Gomeste bane aad Scdidnee 


Subsidiaries of foreign institutions : 43.2 : 44.9 | 46.0 : 49.7 2 52.0 
Domestic trust and loan companies : 45.6 : 43.2 2 46.0 : 46.4 : 445 


Interest income: net interest income/total revenue 


Interest Spread (percentage) 


‘For the members’ fiscal sar en 


Domestic banks and subsidiaries 


Subsidiaries of foreign institutions | 2.1 2.1 | 1.9 : (UE : 2.0 


Domestic trust and loan companies : 22 : 2.3 2 2.1 : a2 : 2.0 


Interest spread: net interest income/average assets 


Non- Interest Income (percentage) 


Domestic banks ae guradiades 


Subsidiaries of foreign institutions 3 2.8 | 2.6 2 19) | 1.9 : 1.9 


Domestic trust and loan companies 


Non-interest income: (trading income + gain (losses) on instruments held for other than trading purposes + other income)/average 
assets 


Total Non-Interest Expenses (percentage) 


Domestic banks and subsidiaries 3.0 2.9 3.0 


33 a) ; : 
Subsidiaries of foreign institutions 4.1 : 4.2 : oi! : 3.5 : 3.3 
Domestic trust and loan companies 41 : 44 3.5 2 3.8 : 3.6 


Total non-interest expenses: (non-interest expenses + provision for income taxes + minority interest in subsidiaries + provision for 
impairment)/average assets 


Return on Average Assets (ROAA) (percentage) 


di 


Domestic banks and subsidiaries 0.7 | 0.7 : 0.7 | 0.6 0.7 
Subsidiaries of foreign institutions : 0.7 ; 0.5 | 0.4 | 0.3 : 0.6 
Domestic trust and loan companies 0.9 0.9 : : , 


ROAA: net income/average assets 


Domestic banks and subsidiaries 13.9 : 14.9 . 15.5 13.4 


16.6 
Subsidiaries of foreign institutions 10.6 2 75 : 1k8) | 6.5 : 11.9 
Domestic trust and loan companies 2 10.6 12a : 12.4 : 11.8 


ROAE: net income/average shareholders’ equity 


Subsidiaries of foreign institutions Po, =—CTtC( <CUC(iCTC CCQ 
Domestic trust and loan companies : 68.2 69.9 | 63.7 66.4 : 63.2 


Efficiency: non-interest expenses/(net interest income + non-interest income) 


Corporate Governance 


Board of Directors 


The Canada Deposit Insurance Corporation Act 
states that the Board of Directors “shall administer 
the affairs of the Corporation in all things ...” 

The Board is made up of the Chairperson, appointed 
by the Governor in Council, five ex officio directors 
— the Governor of the Bank of Canada, the 
Deputy Minister of Finance, the Superintendent of 
Financial Institutions and the Deputy Superintendent 
or an officer of OSFI and the Commissioner of the 
Financial Consumer Agency of Canada — and five 


private sector members. 


During the past year, the Board continued work on 
its governance practices based on a series of recom- 
mendations arising from an independent review 
commissioned in 2000 and comments from the 
Auditor General. One of the review’s recommen- 
dations was that the Board enhance its involvement 
in the Corporation’s annual strategic planning 
process leading to approval of the Corporate Plan. 


Although the Board has always been involved in 


strategic planning, in October 2001 it formalized 
its processes by holding an all-day strategic planning 
session. With input from management, the Board 
discussed the Corporation’s longer-term direction, 
and validated business objectives and strategies to 
fulfill these objectives over a five-year period. 
The Board will continue to be involved in the 
strategic planning process throughout the year and 
will dedicate a session annually to strategic planning 
issues. Working under the aegis of the newly created 
Governance Committee, the Board will continue to 
assess its own activities on a regular basis, setting 
benchmarks against evolving best practices in this 
area. The work of the Board’s committees during 
the year is described more fully below. 


Composition of the Board 
ON MAarcH 31, 2002, THE COMPOSITION OF THE BOARD OF DIRECTORS WAS AS FOLLOWS: 


Ronald N. Robertson 

Chairperson of the Board 

Canada Deposit Insurance Corporation 
(September 15, 1999) 


Bill Knight, Commissioner 

Financial Consumer Agency of Canada 
(ex officio) 

(November 1, 2001) 


Nicholas Le Pan, Superintendent 
Office of the Superintendent of 
Financial Institutions (ex officio) 
(September 1, 2001) 


Tracey Bakkeli, Consultant 
T. Bakkeli Consultants Inc. 
Regina 

(March 1, 2001) 


Kevin Lynch, Deputy Minister 
Department of Finance 

(ex officio) 

(March 20, 2000) 


Viateur Bergeron, Partner 
Bergeron Gaudreau Laporte 
Gatineau 

(April 3, 2000) 


Colin P MacDonald, Partner 
Borden Ladner Gervais LLP 
Calgary 

(December 20, 1997) 


David A. Dodge, Governor 
Bank of Canada 

(ex officio) 

(February 1, 2001) 


The alternates were: 
John Doran 

Assistant Superintendent, Supervision 
Office of the Superintendent of 
Financial Institutions (ex officio) 
(February 22, 2002) 


H. Garfield Emerson 

National Chairman and Senior Partner 
Fasken Martineau DuMoulin LLP 
Toronto 

(December 20, 2000) 


Julie Dickson 

Assistant Superintendent Regulation 
Office of the Superintendent of 
Financial Institutions 

(February 26, 2002) 


Charles Freedman 
Deputy Governor 
Bank of Canada 
(May 7, 2001) 


Michael Horgan 

Senior Associate Deputy Minister 
Department of Finance 

(October 1, 2001) 


CDIC’s STATUTORY OBJECTS ARE TO: 
» PROVIDE DEPOSIT INSURANCE 
» PROMOTE STANDARDS OF SOUND BUSINESS AND FINANCIAL PRACTICES 
» CONTRIBUTE TO THE STABILITY OF THE FINANCIAL SYSTEM 


... FOR THE BENEFIT OF DEPOSITORS, WHILE MINIMIZING ITS 
EXPOSURE TO LOSS. 
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WORKING UNDER THE AEGIS OF THE NEWLY CREATED 
(GOVERNANCE COMMITTEE, THE BOARD WILL CONTINUE 


TO ASSESS ITS OWN ACTIVITIES ON A REGULAR BASIS. 


Board Committees 


On MARCH 31, 2002, THERE WERE 
FOUR STANDING BOARD COMMITTEES. 
Executive Committee: Unchanged from previous 
years, the mandate of the Executive Committee is to 
manage emergency situations and other highly 
sensitive matters referred to it by the Board of 
Directors, the Chairperson or the Chief Executive 
Officer. On March 31, 2002, the Committee was 
chaired by the CDIC’s Chairperson; its other members 
were H. Garfield Emerson and David A. Dodge. 
The Executive Committee meets only when needed; 
there were no meetings in 2001/2002. 


Audit Committee: In reviewing the mandate of 
the Audit Committee last year, members of the 
Committee and the Board considered the potential 
benefits of incorporating a risk oversight function. 
Subsequently added to the Committee’s mandate, 
this formal role will provide the Board with important 
input on the risk management of the Corporation. 
A number of other, more technical changes were 


also made to the Committee’s mandate. 


On March 31, 2002, the Chairperson of the Audit 
Committee was H. Garfield Emerson; its other 
members were Viateur Bergeron, Tracey Bakkeli 
and Nicholas Le Pan. The Audit Committee’s principal 
activities over the course of its meetings during the 
year included: 


™ reviewing the Corporation’ financial statements 
and recommending them to the Board for approval 


® reviewing a new provisioning methodology with 
the assistance of an independent advisor with 
financial expertise 


™ conducting a self-assessment against the recom- 
mendations set out in chapter 18 of the Auditor 
General's report to Parliament on best practices 
for audit committees (Report of the Auditor General 
of Canada — December 2000, Governance of 
Crown Corporations) 


Human Resources and Compensation Committee: 
On March 31, 2002, the Chairperson of this 
Committee was Colin P. MacDonald, and its members 
were Nicholas Le Pan and Ronald N. Robertson. 
Among the Committee’s main activities over the 
course of meetings during the year were: 


® reviewing and making recommendations to the 
Board on personnel policies, training, succession 
planning, compensation, compliance with human 
resource-related statutory requirements, complaints 
and other human resource-related matters 


™ reviewing a proposed new performance appraisal 
system, including objectives, for the CEO and 
recommending it to the Board for approval 


® considering the results of the 2001 employee 
survey and related action plans 


Ad Hoc (Governance) Committee: Chaired by 
Ronald N. Robertson, the Committee’s other 


members were Tracey Bakkeli, Viateur Bergeron, 
H. Garfield Emerson and Colin P. MacDonald. 
The mandate of this Committee was to address 
the recommendations arising from the independent 
review of the Board commissioned in 2000. 

At the March 7, 2002 Board Meeting, the Ad Hoc 
(Governance) Committee was replaced by the 
permanent standing Governance Committee. 

The Ad Hoc (Governance) Committee undertook 
the following key activities over the course of its 
meetings during the year: 


® revising an existing Directors’ Profile setting out 
the most advantageous skill sets for Directors, 
and conducting a gap analysis to determine what 
skill sets needed to be augmented 


® addressing several outstanding items from the 


2000 governance review 


® reviewing revised mandates of the Board’s 
committees and recommending the creation 


of a new Governance Committee 


® recommending objectives for the Chief Executive 
Officer to the Board (as of March 2002, this role 
is delegated to the Human Resources and 


Compensation Committee) 


Governance Committee: On March 31, 2002, the 
Committee was chaired by CDIC’s Chairperson; its 
other members were Tracey Bakkeli and Bill Knight. 
New as of March 2002, the Governance Committee’s 
primary roles include: considering future appoint- 
ments to the Board and making recommendations 
to the Minister; providing information and training 
to the Board; reviewing, on a periodic basis, the 
Corporation’s mandate as set out in the Canada 
Deposit Insurance Corporation Act, and all other 


matters that may affect the Board’s effectiveness. 
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@ Also includes meetings attended by telephone. 


> The Employee Relations Committee’s name was changed to 
Human Resources and Compensation Committee effective 
May 31, 2001. 


° Includes the October 2, 2001 Board strategic planning 
session. 


4. Freedman was appointed Alternate to the Governor, Bank 
of Canada as at May 7, 2001. 


© J.R.V. Palmer ceased to be Superintendent to the Office 
of the Superintendent of Financial Institutions as at 
September 1, 2001. 


*N. Le Pan was appointed Superintendent to the Office of the 
Superintendent of Financial Institutions as at September 1, 2001. 


MEETINGS AND ATTENDANCE® (APRIL 1, 2001 — MARCH 31, 2002) 


9 J. Dickson was appointed Alternate to the Superintendent 
to the Office of the Superintendent of Financial Institutions 
as at February 26, 2002. 


" J. Doran was appointed a Director as at February 26, 2002. 


i]. Bennett ceased to be the Alternate to the Deputy Minister 
of Finance as at September 1, 2001. 


| M. Horgan was appointed Alternate to the Deputy Minister, 
Finance as at October 1, 2001. 


« In addition, R. Hamilton attended four meetings of the Board 
as an observer from the Department of Finance. 


'B. Knight was appointed Commissioner of the Financial 
Consumer Agency of Canada as at November 1, 2001. 


Officers and External Committees 


Officers 

Officers of CDIC include the President and Chief 
Executive Officer (CEO) and those appointed by the 
Board of Directors under the Corporate By-law made 
under the Canada Deposit Insurance Corporation 
Act. The President and CEO is appointed by the 


Governor in Council for a five-year term. 


On March 31, 2002, CDIC officers were as follows: 


1) Jean Pierre Sabourin 
President and CEO 
(June 1, 2001) (re-appointed to June 1, 2006) 


2) Wayne Acton 
Senior Vice-President 
Field Operations 


3) Guy L. Saint-Pierre 
Senior Vice-President 
Insurance and Risk Assessment 


4) Bert C. Scheepers 
Senior Vice-President 
Finance and Administration and Chief Financial Officer 


5) M. Claudia Morrow 
Corporate Secretary 


6) Gillian Strong 
General Counsel 


7) Thomas J. Vice 
Senior Director, Finance and Treasurer 
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Inter-Agency Committees 

The OSFI/CDIC Liaison Committee is jointly chaired 
by the Superintendent of Financial Institutions and 
the Chairperson of CDIC. This Committee coordinates 


the activities of OSFI and CDIC in order to avoid CDIC Committees 

unwarranted duplication and cost, and to foster The Real Estate Advisory Panel (REAP) reviews, 
close and effective working relationships between evaluates and makes recommendations on proposals 
the two agencies. On March 31, 2002, the members brought forward by CDIC management with respect 
of the Liaison Committee were as follows: to the realization of major real estate assets in which 


the Corporation has an interest. On March 31, 2002, 
Co-Chair the members of the Panel were as follows: 


Ronald N. Robertson 
Chairperson of the Board 
CDIC 


Co-Chair 


Nicholas Le Pan 

Superintendent 

Office of the Superintendent of Financial Institutions 
OSFI 


Members 


Jean Pierre Sabourin 
President and CEO 
CDIC 


Guy L. Saint-Pierre 

Senior Vice-President 
Insurance and Risk Assessment 
CDIC 


Ken Mylrea 
Senior Director 
Insurance 
CDIC 


John Doran 

Assistant Superintendent 
Supervision 

OSFI 


Pamela Hopkins 
Managing Director 
OSFI 


[a4 


Chair 


Daniel F. Sullivan 
Deputy Chairman 
Scotia Capital Inc. 


Secretary 


Christopher J. Porter 
Director, Claims and Recoveries 
CDIC 


Members 


J. Lorne Braithwaite 
Chairman and CEO 
Park Avenue Ventures 


Randy M. Grimes 
Director 
IB] Group 


Stephen E. Johnson 
President and CEO 
Canadian Real Estate Investment Trust 


Alvin G. Poettcker 
President and CEO 
UBC Properties Trust 


Kenneth Rotenberg 
President 
Kenair Apartments Limited 


John Latimer 
Director 
Talisker Corporation 


Assessment Against Governance 
Guidelines 


In 1996, CDIC conducted a self-assessment to deter- 
mine how well it was fulfilling its responsibilities as 
set out in Treasury Board of Canada’s Corporate 
Governance in Crown Corporations and Other 
Public Enterprise Guidelines (1996). 


GUIDELINES (SUMMARY) 
Guideline 1 | 


Board Responsibilities 


The board of directors of every Crown corporation should 
explicitly assume responsibility for the stewardship of the 
corporation. The board should: 


(i) approve the strategic direction and corporate plan 
(ii) identify principal risks | 

(ii) approve a succession plan 

(iv) ensure the board receives adequate information 


(v) ensure the effectiveness of its audit regime 


The results of this review were presented in CDIC 
— Annual Report 1996/1997. The Guidelines 
remain in effect. The results of the Corporation’s 
2001/2002 self-assessment are presented below. 


ACTIONS UNDERTAKEN 


(i) | CDIC’s Board reviews and approves the Corporation's 
strategic direction in its annual Corporate Plan. Last 
fall, the Board held a formal strategic planning session 
to provide input to management on the longer-term 
direction of the Corporation. 


(ii) The corporate risk project is an integral part of the 
strategic management process. Ensuring that corporate 
risks are being managed is also a key component of 
the Audit and Consulting Services Department's 
annual plan. 


During the year, CDIC’s principal risks were identified 

and reported to the Board. Among them Is a consider- 
ation of the overall membership and the risk it poses. 

This is addressed throughout the life cycle of a member 
from entry (upon Board approval), management of risks 
and exit strategies. A major report reviewing the CDIC 
membership was provided to the Board this past year. 


(iii) A short-term succession plan for the position of CEO 
has been approved and a longer-term succession 
plan is being developed. A succession plan for senior 
management is in place. 


(iv) The Board monitors the nature and quality of the 
information it receives. This practice is now part of 
the mandate of the new Governance Committee. 


(v) The Board receives reports from the Audit Committee 
and is satisfied that the Committee is effective. 


This past year, the Audit Committee undertook a self- 
assessment against the Report of the Auditor General 
of Canada — December 2000, Governance of Crown 
Corporations and, in particular, the best practices for 
audit committees. The Committee determined that it is 
following these best practices. 


Coca (Summany) _ Actions UNDERTAKEN 
Guideline 2 . : 


Public Policy Objectives ao oo : a et : The Board has considered its statutory objects in the past. 
pe The mandate will continue to be addressed at future 


The board of directors of every Crown corsareto should - ae ; ; 
strategic planning sessions of the Board. 


examine its public policy objectives and periodically the 
legislated mandate to ensure their nee relevance. 
The board should: ee 


(i) | document public policy objectives , 

(ii) appreciate the contemporary trade- offs between 
public policy and commercia! objectives: oe 

(iii) assess the relevance ofi ts mandate oe 


Guideline3 


Communications — Ne : ae ee - {i)_ The Corporation discharges its responsibilities in 

. this area in a variety of ways, including publishing a 
Summary of its Corporate Plan and its Annual Report. 
Effective communication is further enhanced by the 
presence on CDIC’s Board of the Superintendent of 


"The board of directors of every Crown corporation should ie 
ensure that the corporation communicates effectively, with Se 
the Crown, other stakeholders and the public. The board» : 


should: oe ; say") ae 
Pe Financial Institutions, the Deputy Minister of Finance, 
(i) | communicate effectively with the Crown, other ae ey the Governor of the Bank of Canada, and the 
holders and the public 2 Wee Commissioner of the Financial Consumer Agency of 


Canada. These individuals also serve on the Financial 
Institutions Supervisory Committee, the Senior Advisory 
Committee of the Department of Finance and meet 
with CDIC representatives in other venues. 


(ii) report in a timely and comprehensive manner — 


CDIC meets periodically with the Minister responsible 
for CDIC, the Auditor General of Canada, and other 
government departments and agencies on an 
as-needed basis. 


The Chairperson and CEO attend Parliamentary 
committees when requested. 


CDIC member institutions are regularly consulted on 
a variety of issues. 


CDIC is in its third year of a comprehensive five-year 
public awareness and education program. 


(ii) _CDIC’s Summary of the Corporate Plan and Annual 
Report are tabled in Parliament. 


46) 


ACTIONS UNDERTAKEN 


(i) | Position descriptions for the Chairperson and the 
CEO are in place, together with a Memorandum of 
Understanding addressing the practical implications 
of their respective roles. The Board will review these 
documents in the upcoming year. 


(ii) There is a close collaborative relationship between the 
Chairperson and the CEO where ongoing feedback is 
provided. See also points 4 (i) above and 5 (ii) below. 


(iii) Consistent with the new PCO Performance Management 
Guidelines for Chief Executive Officers of Crown 
Corporations, 2001, the Board of Directors has instituted 
a process setting out the CEO's objectives for the coming 
year, as well as a process for assessing performance. 


(i) See point 4 (i) above. 


(ii) The CEO is not a member of the Board. CDIC officers 
regularly attend Board meetings. During the course of 
every Board meeting, an in camera session is held with 
Directors only. The Audit Committee meets separately 
with the internal auditor and with the representatives 
of the Office of the Auditor General at each meeting. 


(iii) A memorandum setting out the responsibilities of 
public servants who serve as ex officio Directors is 
sent to each one upon joining the Board. 


(iv) This past year, the Board undertook a review of the 
mandates of all of its Committees and, where appropri- 
ate, amended them. 


(v) This past year, the Audit Committee engaged an inde- 
pendent financial advisor for a specific issue with 
Board approval and in consultation with management. 


(vi) CDIC has a Conflict of Interest Code describing the 
responsibilities of Directors in this regard. Directors 
report annually on any potential conflicts. 
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GUIDELINES (SUMMARY) | ACTIONS UNDERTAKEN 
Guideline 6 


The Position of the CEO 8G) See point 4 iii) above. 


In recognition of the importance of the position of CEO, the 
board of directors of every Crown corporation should peri- 
odically assess the CEO's position and evaluate the CEO's 
performance. The board should: 


(i) assess the CEO's position 


(ii) evaluate performance 


Renewal of the Board (i) The Governance Committee will consider a regular 
evaluation and assessment process to determine the 


The board of direct f C tion should 
Bae ern Sab Ne oon ol effectiveness of the Board and of individual Directors. 


assess its effectiveness and initiate renewal of the board. 
The board should: (ii) Updated last year, the CDIC Directors’ Profile was 

: submitted to the government, together with a gap 

: analysis of the skills set required of Directors. The 

(ii) renew the board Minister and appropriate government departments 

: have been provided with names of possible candidates 
for the private sector Director appointments to be made 
by the Governor in Council. The list was submitted 
following a gap analysis conducted of Directors’ skills sets. 


(i) assess the board 


Guideline 8 


Education of Directors __ CDIC offers extensive briefing sessions to all new 
Directors and holds informal briefings on an ongoing basis. 
Reports to the Board provide comprehensive background 
on each Issue. 


Directors of Crown corporations should receive orientation 
and education programs appropriate to their needs. 
The board should: 


(i) orient new Directors 


(ii) provide ongoing education 


GUIDELINES (SUMMARY) 
Guideline 9 


Compensation 


The board of directors should review the adequacy and 
form of compensation for directors. 


Guideline 10 


Responsibility for Corporate Governance 


The board of directors should assume responsibility for 
developing the Crown corporation's approach to gover- 
nance issues. 


Statutory Requirements 


As a Crown corporation, CDIC is required to com- 
ply with various statutes, including the Financial 
Administration Act which requires that CDIC submit 
an annual corporate plan (and a summary of the 
plan) and an annual report to the Minister for 
approval. The Minister then tables the summary 


and annual report in each House of Parliament. 


In 2001/2002, CDIC submitted its corporate plan, 
the summary of the corporate plan and its annual 
report to the Minister within the statutory time 
frames required by the Financial Administration Act. 


During the year, CDIC was required to report on 
the status of the following: 


ACTIONS UNDERTAKEN 


Although this review is included in the mandate of the 
Governance Committee, the Governor in Council sets the 
compensation for Directors. 


Last year, the Ad Hoc (Governance) Committee of the 
Board addressed a variety of governance Issues. The new 
Governance Committee will assume this responsibility and 
make recommendations to the Board. 


ACCESS TO INFORMATION ACT AND 
PRIVACY ACT ANNUAL REPORTS 

Last year, CDIC received three requests under 

the provisions of the Access to Information Act. 
No outstanding requests were carried forward 
from the previous reporting period. For two of the 
requests, CDIC provided the records requested within 
30 days and, for the third, the records were provided 
within 60 days. As at March 31, 2002, no complaint, 
investigation or appeal was brought to the attention 
of CDIC in relation to the outcome of the above 


requests. 


During the last fiscal year, CDIC did not receive any 


requests under the provisions of the Privacy Act. 


CDIC HAS BEEN RECOGNIZED FOR LEADERSHIP IN 


IMPLEMENTING THE FEDERAL MULTICULTURALISM POLICY. 


The Corporation is subject to Part II of the Canada 
Labour Code and its regulations dealing with 
occupational health and safety, and pursuant to 

the Canadian Occupational Health and Safety 
Regulations, CDIC must report each year to 
Human Resources Development Canada (HRDC) 
on incidents, injuries and action taken with regard 
to health and safety during the previous calendar 
year. There were no reportable injuries or incidents 


this past year. 


As required by the Canada Labour Code, CDIC 
has a Health and Safety Committee comprised of 
employees and representatives from management. 
This Committee held 10 meetings during the 2001 


calendar year. 


On March 1, 2002, CDIC filed its annual report 
with HRDC for the calendar year ending 
December 31, 2001. There were no deficiencies 


to address. 


OFFICIAL LANGUAGES 

On May 28, 2001, CDIC filed with the Treasury 
Board Secretariat (TBS) its annual assessment on 
official languages at CDIC for fiscal year 2000/2001, 
and TBS has confirmed that CDIC is fulfilling its 


obligations well. 
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Section 18(6) of the Employment Equity Act provides 
for the mandatory filing of a narrative report on 


the measures undertaken to implement employment 


equity and the results achieved for organizations 


with 100 or more employees. Due to its size, the 

Corporation has not been required to report on the 
implementation of employment equity for the past 
three years but has continued to respect the employ- 


ment equity provisions. 


CDIC tracks its progress in employment equity 
internally and promotes various employment 


equity initiatives. 


MULTICULTURALISM 
On December 10, 2001, CDIC filed with the Minister 
of Canadian Heritage its report on activities under 


the Multiculturalism Program for fiscal year 


2000/2001. The Corporation’s increasing involvement 
in international activity means it has significantly 


enhanced opportunities for cross-cultural awareness. 


In the Annual Report to Parliament on the Operation 
of the Canadian Multiculturalism Act, Canadian 
Heritage cites CDIC as one of the departments and 
agencies hosting foreign delegations every year. 
Canadian Heritage wrote to CDIC to acknowledge 
our “leadership in implementing the Multiculturalism 


Policy across the entire federal system.” 
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For More Information About CDIC 


Head Office 


Canada Deposit Insurance 
Corporation 

50 O'Connor St., 17th Floor 
P.0. Box 2340, Station D 
Ottawa, Ontario K1P 5W5 


Toronto Office 


rvice: Canada Deposit Insurance 
0-461-CDIC (2342) Corporation 

site: www.cdic.ca 1200-79 Wellington St. W. 
info@cdic.ca P.O. Box 156 

ile: (613) 996-6095 Toronto, Ontario M5K 1H1 


' PROMOTING AWARENESS 


Publications 


CONSUMER INFORMATION 
Brochures 


Protecting Your Deposits 
CDIC Membership 


Fact Sheets 


CDIC Coverage for Deposits in Trust 
CDIC Coverage for Joint Deposits 


CDIC Coverage of Deposits when 
Member Institutions Amalgamate 


CDIC Coverage for Deposits Held in Registered Plans 
Deposit Insurance — The Basics 

Deposit Insurance — Beyond the Basics 

Deposit Insurance — Frequently Asked Questions 


MEMBER INSTITUTIONS 
INFORMATION BULLETINS 
Return of Insured Deposits (2002-01) 
Links to Deposit Registers (1999-02) 


Joint and Trust Account Disclosure By-law — 
Information Disclosure Clarification (1998-03) 


Deposit Insurance Information By-law — 
Post-Implementation Issues (1998-02) 


Deposit Insurance Information By-law — Final (1998-01) 
Deposit Insurance Information By-law — Phase II (1997-04) 
Deposit Insurance Information By-law — Phase | (1997-02) 


Joint and Trust Account Disclosure By-law — 
Information Disclosure (1997-01) 


Joint and Trust Account Disclosure By-law (1996) 


CORPORATE 
Annual Report 
Summary of the Corporate Plan 


GENERAL 
Standards of Sound Business and Financial Practices (2001) 


Guidelines for Third-party References to CDIC 
or Deposit Insurance (1999) 


Application for Deposit Insurance (2000) 


ACT AND By-Laws 

CDIC Act 

Application for Deposit Insurance By-law 

Deposit Insurance Application Fee By-law 

Deposit Insurance Information By-law 

Deposit Insurance Policy By-law 

Differential Premiums By-law 

Discretionary Interest By-law 

Exemption from Deposit Insurance By-laws 
(Opting-out By-laws) 

Interest Payable on Certain Deposits By-law 

Joint and Trust Account Disclosure By-law 


Notice Regulations (Compensation in Respect of the 
Restructuring of Federal Member Institutions) 


Prescribed Practices Premium Surcharge By-law 


Standards of Sound Business and Financial 
Practices By-law 


PROTE CTING 
YOUR DEPOSirs 


1,200 


$ Millions 
ao 
Ss 


1998 


Cash and Investments, 1998 — 2002 


1999 


2000 


Fiscal Year Ended 


2001 


Financial Review 


Management's Discussion and Analysis 


BALANCE SHEET HIGHLIGHTS 


Cash and investments 

As at March 31, 2002, the combined balance of cash and investments 
was $985 million, made up of cash and short-term investments of 
$326 million and investments of $659 million. The weighted average 
yield was 3.36 per cent. The sources and uses of cash are described fully 
in the Statement of Cash Flows. 


CDIC’s INVESTMENT STRATEGY 
CDIC’s investment strategy is based on two key underlying principles: 


(i) limiting credit and market risk 


(ii) using the investment portfolio as the primary initial funding source 


for intervention activity 


These principles require that CDIC maintain a conservatively structured 
portfolio. CDIC’s treasury activity follows the Financial Risk Management 
Guidelines for Crown Corporations (Guidelines) issued by the Minister of 
Finance. CDIC’s investment policy requires that investments be limited 
to only those counterparties that meet or exceed the credit quality criteria 
mandated by the Guidelines. CDIC’s investment policy further limits risk by 
setting a maximum amount and term that can be invested in each qualifying 
counterparty. CDIC also limits its investment in member institutions to those 
in the highest category in CDIC’s annual differential premiums assessment. 


Loans and claims receivable 

During the year, loans and claims receivable decreased by $40 million to 
$14 million, as a result of recoveries. As at March 31, 2002, the allowance 
for loss on loans and claims receivable was $6 million, the same as at 
March 31, 2001. At year end there were no loans receivable outstanding, 
as loan balances outstanding at March 31, 2001 were repaid during the 
year and no new loans were made. As liquidations of assets are completed 
the claims receivable balance will also be reduced to zero. 


Future income tax asset 

In 2000/2001, the Corporation adopted the new recommen- 
dations of the Canadian Institute of Chartered Accountants 
(CICA) concerning accounting for income taxes. Under these 
recommendations, future income tax assets and future 
income tax liabilities are recorded based on temporary 
timing differences between the carrying amount of balance 
sheet items and their corresponding tax basis. In addition, 
the future benefits of income tax assets, including unused 
tax losses carried forward, are recognized to the extent that 
it is more likely than not that such losses will ultimately 
be utilized. As a result of these recommendations, the 
Corporation recorded a future income tax asset on its 
2000/2001 financial statements. 


In accordance with CICA recommendations, this asset 

is revalued each year. As at March 31, 2002, the future 
income tax asset was $7 million, representing a decrease 
of $76 million since March 31, 2001. Of that decrease, 
$71 million relates to a reduction in the estimated future 
years’ taxable income that was primarily the result of 
two factors. First, the Corporation lowered its estimates 
of interest income on investments. Second, the Corporation 
no longer includes accrued interest income on an outstanding 
loan receivable relating to a failed member institution in its 
estimate of future years’ taxable income, since these amounts 
have been assessed as non-collectible. Taken together, these 
two factors account for the reduction in the estimate of future 
years’ taxable income against which future income tax ben- 
efits, such as loss carry-forwards, can be applied. 


An additional $5 million reduction in the future income tax 
asset reflects the Corporation’s current year’s income tax 
expense that was reduced to zero through the application of 
a portion of the future tax asset. 


Provision for guarantees 

As at March 31, 2002, the provision for guarantees was 
$19 million, a decrease of $24 million from $43 million 
as at March 31, 2001. During 2001/2002, the Corporation 
paid $10 million to the Toronto-Dominion Bank under a 
deficiency coverage agreement and also reduced its estimates 
on this guarantee by $14 million. As mentioned in Note 7 
to the financial statements (Provision for Guarantees), out- 
standing guarantees remain in force until December 31, 2002. 


Provision for insurance losses 

The provision for insurance losses represents the 
Corporation’s best estimate of the losses it is likely to 
incur as a result of insuring deposits of member institutions. 
During the year, with the support of the Office of the Auditor 
General, the Corporation conducted a review of its method- 
ology for estimating its provision for insurance losses. 
The review found that, while the existing methodology 
was consistent with industry practice, the variables used 
in the methodology could be enhanced to provide a more 
robust estimate. As a result, the Corporation implemented 
enhancements to the estimates for probability of default 
and loss given default. 


Probability of default rates have been enhanced to include 
both historical and forward-looking perspectives. Moody’s 
and Standard & Poor’s default statistics were used to derive 
the historical component, while Moody's KMV, a well- 
known provider of market-based quantitative credit risk 
products for financial institutions and investors, was used 
to provide a forward-looking component to the probability 
of default estimate. 
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Net Income and Surplus/Deficit, 1998 — 2002 


1998 


1999 2000 2001 


Fiscal Year Ended 


 Surplus/(deficit) 
@ Net income 


2002 


Interest Revenue vs. Operating Expenses 


1998 


1998 — 2002 


1999 2000 2001 


Fiscal Year Ended 


@ Operating expenses 
@ Interest revenue 


To provide a more reflective estimate of the Corporation’s expected loss 
rate in the future, the loss given default estimate has been revised. It is the 
cumulative unweighted average loss sustained by the Corporation since 
1987 when the Corporation’s legislation was changed to require that it 


pursue its objects in a manner so as to minimize its exposure to loss. 


The effect of the enhancements has been recorded in the current year’s 

financial statements as a change in accounting estimate. As a result, the 
estimate for the provision for insurance losses increased to $500 million 
as at March 31, 2002 from $400 million as at March 31, 2001. 


Statement of income and surplus highlights 

The Corporation ended 2001/2002 with a $486 million surplus, an increase 
of $31 million over 2001. For the year ended March 31, 2002, the Corporation's 
revenues totalled $191 million. This revenue was offset by total expenses 
and adjustments of $160 million, resulting in a net income for the year of 
$31 million. Net income for the year was $126 million lower than in 
2000/2001, primarily as a result of the adjustment to the provision for 
insurance losses and the write-down of the future income tax asset. 

The impact of these adjustments was partially offset by the recovery 

of some $26 million of claims and loans receivable that were previously 


written off by the Corporation. 


Premium revenue increased to $155 million in 2001/2002 from $140 million 
in the previous year, due to a combination of a higher insured deposit base 


and member movements between premium categories. 


Interest revenue from cash and investments was $36 million in 2001/2002 
($35 million in 2000/2001) and operating expenses for the year ended 
March 31, 2002 totalled $23 million ($21 million in 2000/2001). 


FrveE- YEAR FINANCIAL AND STATISTICAL SUMMARY (S$ MILLIONS UNLESS OTHERWISE INDICATED) 


Selected Balance Sheet Items 


Cash and investments | 985 2 766 2 491 : 738 | 502 
Provision for insurance losses | 500 | 400 | 400 | 400 | 400 
Surplus (deficit) 2 486 3 455 2 184 2 27 (539) 
ee a a 
Claims paid | - | - : - : — 7 - 
Claims recovered 18 , 62 : 35 : 58 | 156 
Loans disbursed - 3 - = : - 
Loans recovered 22 40 82 , 73 | 208 
Repayments of loans from the CRF - , - . - 395 460 
Payment of guarantees 10 10 IDs 29 32 
oe | : : ese eek et TE 5: oe 
Premiums rr 2 rr 7 
Interest on cash and investments 36 35 32 : 28 16 
Operating expenses 23 21 | 18 17 20 
Interest on loans from the CRF - - : - : 8 46 
Adjustment to allowance : : : 7 
and provisions for loss 86 (6) (3) | (11) (144) 
Member Institutions : | 
Number of federal institutions — banks : 34 : 42 | 49 54 55 
Number of federal institutions — : | ; 
trust and loan companies 48 49 50 4] 45 

Number of provincial institutions 9 10 10 : 12 12 
Total number of institutions ; 91 101 109 113 112 
Number of insolvencies : ~ | - - - ~ 
Total insured deposits ($ billions) 339 327 317 308 317 
Employees : : 
Number of permanent employees? : 95 86 86 2 83 80 
Other : : 
Average yield on cash and investments 3.36% | 5.46% : 5.70% 5.16% - 
Average cost of funds : - = - : 7.0% 7.0% 
Growth rate of insured deposits 3.7% 3.2% 2.7% (2.8%) (3.4%) 
4 In its 1999/2000 fiscal year, the Corporation was required to honour its guarantee in the amount of $500 million to investors of 

distress preferred shares issued by Adelaide Capital Corporation. 
> Represents the number of full-time, permanent employees at year end. Vacant approved positions have not been included. 
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Comparison with 2001/2002 Corporate Plan 


BALANCE SHEET 

Total assets as at March 31, 2002 were $1,012 million, compared to the planned 
amount of $958 million. This positive variance was primarily the result of cash 
and investments, and claims receivable balances. The Corporation concluded its 
2001/2002 fiscal year with higher than planned cash and investments of 
approximately $33 million. This was mainly the result of the Corporation’s 
2000/2001 fiscal year, in which the Corporation finished the year with 
$81 million higher than planned cash and investments. This positive variance, 
combined with the results of the current year’s operations, resulted in a 
cash and investment balance of $985 million. Claims receivable of $20 million 
as at March 31, 2002 were $11 million higher than planned, due to tim- 
ing differences in the expected recoveries from various estates of failed 


member institutions. 


The provision for insurance losses increased by $100 million as the result of 


the enhanced provisioning methodology discussed earlier. 


STATEMENT OF INCOME AND SURPLUS 

Total income during the year was $191 million or $3 million higher than 
planned. Premium revenue of $155 million was $12 million higher than 
planned, due to a combination of higher than planned insured deposits 
and the movement of members between premium categories. Interest on 
cash and investments for the year ended March 31, 2002 was $36 million 
or $9 million lower than planned. This negative variance reflects lower 
than anticipated yields on investments during the year due to the decline 


in interest rates. 


Net income for the year ended March 31, 2002 was $31 million or 
$154 million lower than planned. This is primarily the result of the adjust- 


ment to the allowance and provision loss of $87 million and 
the write-down of the future income tax asset of $76 million. 
Asa result of the adjustment to the allowance and provi- 
sion for loss, expenses totalled $84 million or $81 million 
higher than planned. This adjustment reflects the enhanced 
provision for insurance losses methodology as well as the 
reduction in the liability relating to an outstanding guar- 
antee, neither of which was planned. The effect of this 
adjustment was offset by greater recoveries of claims and 
loans receivable that were previously written off by the 
Corporation. 


During the year, the Corporation had total operating 
expenses of $23 million compared to a planned amount 
of $22 million. The variance is primarily the result of 
higher than planned salary and benefit and consulting costs. 


The year-end surplus of $486 million was $46 million 
lower than planned. This variance reflects a $108 million 
higher than planned opening surplus balance, which was 
primarily the result of the Corporation recognizing a future 
income tax asset on its 2000/2001 financial statements, com- 
bined with lower than planned net income for 2001/2002, 
as discussed above. 


2002/2003 CORPORATE PLAN 

Given the Corporation’s current healthy financial position, 
premiums have been reduced for the 2002 premium year. 
For all four differential premiums categories, the premium 
rate charged has been reduced by 50 per cent. This is expect- 
ed to result in $80 million in premium revenue for the 
2002/2003 fiscal year. Combined with a planned $24 million 
in interest on cash and investments, the Corporation’s 
total income is expected to be $104 million, offset by net 
expenses of $20 million, for a projected net income before 
reduction in future income tax asset of $84 million. 


As at March 31, 2003, cash and investments and surplus are 
expected to be $1,044 million and $654 million, respectively. 
The surplus figure does not include the adjustment made 
to the provision for insurance losses in the current year, 
as the enhancements to the methodology were not final- 
ized at the time of the completion of the Corporate Plan. 
If incorporated, the adjustment to the provision for 
insurance losses would reduce the projected surplus by 
$100 million to $554 million. 


Premium Revenue, 1998 — 2002 
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BALANCE SHEET (as AT MARCH 31, 2002) 


STATEMENT OF INCOME AND SURPLUS (FOR THE YEAR ENDED MARCH 31, 2002) 


ee ee oe eS 


Canada Deposit Insurance Corporation 


62 


MANAGEMENT RESPONSIBILITY FOR FINANCIAL STATEMENTS 
June 12, 2002 


The accompanying financial statements of the Canada Deposit Insurance Corporation 
and the information related to the financial statements in this Annual Report are the 
responsibility of management. The financial statements have been prepared in 
accordance with Canadian generally accepted accounting principles. The financial 
statements include some amounts, the most significant ones being the provision for 
insurance losses, the provision for guarantees, the future income tax asset and loans 
and claims receivable, that are necessarily based on management's best estimates and 
judgement. 


The financial statements have been approved by the Board of Directors. Financial 
information presented elsewhere in the Annual Report is consistent with that contained 
in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, 
management maintains financial and management control systems and practices 
designed to provide reasonable assurance that transactions are duly authorized, assets 
are safeguarded and proper records are maintained in accordance with the Financial 
Administration Act and regulations as well as the Canada Deposit Insurance 
Corporation Act and by-laws of the Corporation. The system of internal control is 
augmented by internal audit, which conducts periodic reviews of different areas of the 
Corporation’s operations. In addition, the internal and external auditors have free 
access to the audit committee of the Board, which oversees management's 
responsibilities for maintaining adequate control systems and the quality of financial 
reporting and which recommends the financial statements to the Board of Directors. 


These financial statements have been audited by the Corporation’s auditor, the Auditor 
General of Canada, and her report is included herein. 


Jean Pierre Sabourin 
President and Chief Executive Officer 


Bert C. Scheepers 
Senior Vice-President, 
and Chief Financial Officer 


e and Administration 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 
AUDITOR’S REPORT 


To the Minister of Finance 


| have audited the balance sheet of Canada Deposit Insurance Corporation as at March 31, 2002 
and the statements of income and surplus and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation’s management. My responsibility is 
to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2002 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X 
of the Financial Administration Act and regulations, the Canada Deposit Insurance Corporation 
Act and the by-laws of the Corporation. 


Jofin Wiersema, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 1, 2002 
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BALANCE SHEET AS AT MARCH 31 
(IN THOUSANDS OF DOLLARS) 
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STATEMENT OF INCOME AND SURPLUS FOR THE YEAR ENDED MARCH 31 


(IN THOUSANDS OF DOLLARS) 
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Operating Activities 


STATEMENT OF CaSH FLOWS FOR THE YEAR ENDED MARCH 31 


(IN THOUSANDS OF DOLLARS) 


Premium revenue received 

Claims recovered 

Loans recovered 

Interest revenue received 

Post-liquidation interest received 

Recovery of amounts previously written-off 
Other amounts received 

Payment of guarantees 

Payments to suppliers and employees 
Other amounts paid 


Cash flows from operating activities 


Investing Activities 


Purchase of securities and term deposits 
Redemption of securities and term deposits 


Cash flows used in investing activities 


Short-Term Investments 


Increase during the year 
Balance, beginning of year 


Balance, end of year 


(See accompanying notes.) 


$ 154,829 
17,556 
21,920 
37,881 

27 

Zi tle 

101 
(10,376) 
(21,739) 
(846) 


220,465 


$ 139,989 
61,728 
40,350 
28,567 
20,680 

7,349 
1,408 
(10,462) 
(20,579) 
(639) 


268,391 


(1,125,339) (819,374) 
1,026,973 708,864 | 
(98,366) (110,510) 
122,099 157,881 
203,572 45,691 
$ 325,671 $ 203,572 


Notes to Financial Statements 
March 31, 2002 


1 — Authority and Objective 

The Corporation was established in 1967 by the 
Canada Deposit Insurance Corporation Act 

(the CDIC Act). It is a Crown corporation named in 
Part I of Schedule III to the Financial Administration 
Act and is funded by premiums assessed against its 
member institutions. 


The objects of the Corporation are to provide 
insurance against the loss of part or all of deposits 
in member institutions, to be instrumental in the 
promotion of standards of sound business and 
financial practices for member institutions, and to 
promote and otherwise contribute to the stability 
of the financial system in Canada. These objects are 
to be pursued for the benefit of depositors of member 
institutions and in such manner as will minimize 


the exposure of the Corporation to loss. 


The Corporation has the power to do all things 
necessary or incidental to the furtherance of its 
objects, including acquiring assets from, and providing 
guarantees or loans to member institutions and others. 
Among other things, it may make or cause to be 
made inspections of member institutions, make 
standards of sound business and financial practices, 
and act as liquidator, receiver or inspector of a 
member institution or a subsidiary thereof. 


2 — Significant Accounting Policies 

Basis of Preparation. These financial statements 
have been prepared in accordance with Canadian 
generally accepted accounting principles. These 
financial statements do not reflect the assets, liabilities 
or operations of failed member institutions in which 
the Corporation has intervened. 


Use of Estimates. Financial statements prepared in 
accordance with Canadian generally accepted account- 
ing principles necessarily include estimates and 
assumptions that affect the amounts reported in 
the financial statements and accompanying notes. 
The more significant areas requiring the use of 
estimates are: (i) the provision for insurance losses; 
(ii) the provision for guarantees; (iii) the future 
income tax asset; and (iv) the allowance for loss on 
loans and claims receivable. 


The Corporation reviews these estimates annually. 
While the estimates are based on the most reliable 
data available, actual results, in the near term, could 
differ significantly from those estimates depending 


upon certain events and uncertainties including: 


® The timing and extent of losses the Corporation 
incurs as a result of future failures of member 


institutions. 


® The extent to which the Corporation will be called 
upon to honour guarantees provided to member 
institutions and others. 
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® The Corporation’s ability to generate sufficient tax- 
able income to benefit from tax loss carry-forwards. 


® The ability of the Corporation to recover its loans 
and claims receivable based on prevailing economic 
trends and expectations as to future developments 
either by maximizing net recoveries from the sale 
of assets held by liquidators and agents, or through 
successful lawsuits as appropriate against relevant 
parties of failed member institutions. 


The risk of deviation from the Corporation’s estimates 
varies in proportion to the length of the estimation 
period and the potential volatility of the underlying 
assumptions. In the event that actual results vary 
from the current estimates, the Corporation can 
recommend that the annual premium charged to 
member institutions be increased or decreased, 
depending on the situation. The Corporation also 
has authority to borrow funds from the capital 
markets or from the Consolidated Revenue Fund, 
subject to ministerial approval. CDIC can borrow 
up to $6 billion or such greater amount as may be 
authorized by Parliament under an appropriation act. 


Cash and Short-Term Investments and 
Investments. Short-term investments and invest- 
ments, consisting of marketable securities and term 
deposits, are carried at cost as they are intended to 
be held to maturity. 


Loans Receivable. The Corporation may make 
loans to member institutions and others. The main 
purpose of providing these loans is to facilitate a 
resolution of the financial difficulties of member 
institutions. The terms and conditions attached to 
these loans provide for repayment of principal and 
interest. To the extent interest revenue is recorded 


in the accounts, it is included in other revenue. 


Claims Receivable. Claims against member institu- 
tions arise from the subrogation of the rights and 
interests of depositors to the extent of the amount 
of the payment made by the Corporation to insured 
depositors. In addition, the Corporation asserts claims 
in respect of loans made to member institutions in 
liquidation. 


In certain situations, the Corporation may be entitled 
to a proportional share in amounts in excess of its 
claim (referred to as post-liquidation interest). Such 
situations arise when there are assets remaining in 
an estate after all claims have been paid. 


To the extent post-liquidation interest is recorded, 
it is included in other revenue. 


Allowance and Provisions for Loss and Guarantees. 
In its financial statements, the Corporation records 
the following allowance and provisions for loss and 


guarantees: 


Allowance for Loss on Loans and Claims Receivable - 
The allowance for loss on loans and claims receivable 
reflects the Corporation's best estimate of losses in 
respect of loans and claims receivable. The allowance 
is established by assessing the anticipated results of 
the asset disposition strategies and forecasted payments 
to creditors based on information received from the 
liquidators of failed member institutions and from 
other parties acting on behalf of the Corporation. 


Loans and claims receivable are written off against 
the allowance, in full or in part, when there is no 
reasonable expectation of realization. Any payments 
received on a loan or claim receivable are recorded 
first to recover amounts previously written-off before 


recognizing additional amounts as other revenue. 


Provision for Guarantees - In order to facilitate the reso- 
lution of financial difficulties of member institutions, the 
Corporation may provide guarantees. The provision for 
guarantees is determined by estimating the future cash 
payments required under these guarantees. 


Provision for Insurance Losses - The provision for insurance 
losses represents the Corporation’s best estimate of the 
losses it is likely to incur as a result of insuring deposits 
of member institutions. 


The provision for insurance losses is estimated by assessing 
the aggregate risk of the Corporation’s members based on 
(i) the level of insured deposits; (ii) the expectation of default 
derived from probability statistics and the Corporation’s 
specific knowledge of its members; and (iii) an expected 
loss given default. The Corporation calculates its losses as 
a result of member institution failures on a present value 
basis. The loss given default is expressed as a percentage 
and reflects the cumulative un-weighted average of losses 
sustained since the CDIC Act was amended in 1987 to 
require that CDIC pursue its objects in a manner so as 


to minimize its exposure to loss. 


Changes in the allowance and provisions for loss that result 
from annual estimations for financial reporting purposes 
are recognized as an adjustment to the allowance and pro- 
visions for loss in the period in which the changes occur. 


Premium Revenue. Premium revenue is calculated on 
the amount of insured deposits held by member institu- 
tions as at April 30 of each year. Premiums are recorded 
annually based on the Return of Insured Deposits sub- 
mitted by member institutions, which is due July 15 of 
each year. Premiums are payable in two equal instalments 
on July 15 and December 15. 


Other Revenue. The Corporation charges interest on 
loans made to member institutions and others. Interest 
continues to accrue on loans but is not recorded in the 
accounts when, in the Corporation’s opinion, there is 
reasonable doubt as to collectability of the interest. In 
such cases, payments received are recognized as a reduc- 
tion of the loan balance until such time as the loans are 
retired. Subsequent payments are recognized as other 


revenue on a cash basis. 


In certain situations, amounts recovered from the estates 
of member institutions (claims receivable) exceed the 
amounts claimed. Such amounts (referred to as post- 
liquidation interest) are recorded as other revenue when 
they are reasonably determinable and reasonable certainty 
of receipt exists. 


Pension Plan. All eligible employees participate in the 
Public Service Superannuation Plan administered by the 
Government of Canada. Contributions to the Plan, required 
from both the employees and the Corporation, are expensed 
during the year in which the services are rendered and 
represent the total pension obligations of the Corporation. 


Employee Future Benefits. Upon termination of 
employment, employees are entitled to certain benefits 
provided for under their conditions of employment. The 
cost of these benefits is expensed in the year in which the 
employee earns benefits. 


3 — Change in Accounting Estimate 

During the year, the Corporation conducted a review of 
its methodology for the provision for insurance losses in 
order to ensure the methodology used reflects current best 
practices. The review is part of the continuing process to 
measure and account for the losses the Corporation is likely 
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to incur as a result of insuring deposits of member 
institutions. As a result of the review, enhancements 
were made to the estimates for probability of default 
and the loss given default. 


Asa result of the enhancements, the estimate for the pro- 4 — Cash and Short-Term Investments 

vision for insurance losses has increased to $500 million as The short-term investments have a weighted-average term 
at March 31, 2002 from $400 million as at March 31, 2001, to maturity of less than 90 days. All of these investments 
as reflected in Note 8. are highly liquid fixed rate contracts. 


March 31, 2002 : March 31, 2001 


Weighted Weighted Weighted = Weighted 
' Average ——- Average Days Average Average Days 
Amount Effective Yield - toMaturity © = Amount —— Effective Yield to Maturity 
Short-Term Investments $324,719 3.49% : 49 $203,217: 5.65% : 43 
Cash 952. 355 
| Total 325671 | $203,572 : 


5 — Investments 
Investments have a term to maturity of 90 days or greater. 
All investments are highly liquid fixed rate contracts. 


March 31, 2002 : March 31, 2001 


Weighted = Weighted Weighted = ~~ Weighted 
Average ——- Average Days - Average —— Average Days 

Amount Effective Yield © toMaturity = Amount Effective Yield to Maturity 
Treasury Bills «$275,988 = 3.38% $291,896 «5.27% «=——tSt«*8G 
Bonds P0527 ee Cero | say i re Gale 
Bankers’ Acceptances 86,903 3.02% ; 190 158,903 5.51% 148 
Bearer Deposit Notes 82,873 3.09% : 207 : 72,601 : 5.68% 121 
Commercial Paper : = - ~ 29,725 5.24% 115 E 

Bar Total 651491 : 563125 : 

Accrued Interest 7,704: 9,481 
Total $659195 «3.30% 360 $562,606 5.39% 164 


6 — Loans and Claims Receivable 

The loan balances outstanding as at March 31, 2001 were 
repaid during the year. These loans were repayable on 
demand and bore interest at rates varying with either the 
prime rate or the 90-day Treasury Bill rate. No interest rev- 
enue was recognized during the year ended March 31, 2002 
(2001: nil), as the criteria for interest revenue recognition 
on loans were not met. No new loans were made during 
the year. 


During the year, the Corporation recorded $27 thousand 
in post-liquidation interest (2001: $21 million). 


March 31, 2002 


Loans receivable $ - 
Allowance for loss a 


Net loans receivable ~ 


Claims receivable : $20,291 
Allowance for loss : (6,000) 


Net claims receivable : 14,291 


March 31, 2001 


$21,920 


21,920 


37,847 
(6,000) 


31,847 


$14,291 


7 — Provision for Guarantees 

In order to facilitate the resolution of member institutions 
in financial difficulty, the Corporation has in the past 
provided deficiency coverage guarantees. These guarantees 
provide for payment by the Corporation of a portion of 
the principal and income losses incurred on eligible assets 
acquired by third parties. The guarantees will remain in 
force on a diminishing basis until December 31, 2002. 


The provision for guarantees as at March 31, 2002 is 
$19 million (2001: $43 million) against a nominal 
amount of $201 million (2001: $332 million). 


The nominal amount represents the maximum exposure 
for the Corporation with respect to the guarantees provided 
as at March 31, 2002. This amount is not necessarily 
representative of the amount the Corporation expects 

to pay toa third party to meet its obligations under 

these guarantees. 


Canada Deposit Insurance Corporation 


8 — Allowance and Provisions for Loss 

The following table is a continuity schedule of the 
allowance for loss on loans and claims receivable, the 
provision for guarantees and the provision for insurance 
losses as at March 31, 2002 with corresponding totals as 
at March 31, 2001. 


The allowance and provisions for loss are subject to meas- 
urement uncertainty. As such, actual losses may differ 
significantly from these estimates. 


E March 31, 2002 - March 31, 2001 


Loans : Claims - Insurance 
Receivable = Receivable = Guarantees © _Losses Total Total 

Beginning of period 9 $- $6,000 +~=s—its«é$43,000 Ss =t=tit«SH0,00s«“—“‘(‘tsé:«éNMG,O00»S—s«$473,000 
Payments | a = ee oe - (10,378) += —(10,462) 
Write-offs | alike ae bay - - Es: (7,755) 
Adjustment to allowance 2 | : : 
and provisions forloss - - (13,624) 100,000 86,376 (5,783) 
End of period : s- $6000 «=si(téS000«STS*=C*~C«S 800000 «Ssi=i(its«8 5000S 49,000 


9 — Financial Instruments 


Credit Risk. The Corporation is subject to credit risk from Fair Value. Other than cash and short-term investments, 


its holdings of short-term investments and investments. and investments, no active or liquid market exists in 


The Corporation minimizes ite credit rick by adhering to which the Corporation’s financial assets and liabilities 


HS ne iuleenenehecneal ae Nia aemeal could be traded. Where no market exists for financial 


CinED ean aaon On ii iain instruments, fair value estimates are based on judgements 


quality financial instruments and by limiting the amount regarding current and future economic conditions and 


reed ino Cera events, the risk characteristics of the instruments, and 


other factors. The estimates of fair value discussed below 


Loans and claims receivable relate to failed member institu- are made as at March 31, 2002 and involve uncertainties 
tions. Loans receivable are directly impacted by the ability and matters of significant judgement. Changes in 
of these entities to generate sufficient cash to meet their assumptions could materially affect the estimates. 


obligations to the Corporation as they become due. 


Realization of claims receivable is largely dependent on the The book value of cash and short-term investments, 


credit quality or value of assets held within the estates of Investments other than bonds, premiums and other 


he Leeper nse accounts receivable and accounts payable approximate 


fair value because of their short term to maturity. 


The Corporation’s investments in bonds consist solely of 
Government of Canada obligations. As at March 31, 2002 
the fair value of these investments, based on observable mar- 
ket prices, is $206 million, which approximates book value. 


The book value of loans and claims receivable approximates 
fair value as it represents the Corporation's best estimate 
of the amounts to be realized based on asset disposition 
strategies and forecasted repayments on account of loans 
and claims receivable. The Corporation bases its estimates 
on information received from the liquidators of failed 
member institutions and from other parties acting on 
behalf of the Corporation. 


The book value of the provisions for guarantees and for 
insurance losses approximates fair value as it represents 
the Corporation’s best estimate of future payments to be 


made under the guarantees, and losses on future claims. 


10 — Income Taxes 
The Corporation is subject to federal income tax and has 
losses that can be carried forward to reduce future years’ 


earnings for tax purposes. 


Such losses total $181 million and expire as follows: 


Year Amount 

(in millions of dollars) 
ae NO Seer re ee on eit ee 
2004 65 
2005 28 
Total $181 


Some $11 million of undepreciated capital cost (2001: $11 
million) and $8.4 million (2001: $205 million) of the total 
$181 million losses carried forward (2001: $458 million) 
have been applied in calculating the future income tax 
asset of $7 million (2001: $83 million). 


During the year the future income tax asset was reduced 
by $76 million. Of that, $71 million relates to a reduction 
in the estimated future years’ taxable income due to a 
combination of revised economic assumptions and a 
change in the Corporation’s treatment, for tax purposes, 
of certain amounts receivable from failed member insti- 
tutions. An additional $5 million reduction reflects the 


current year’s income tax expense. 


11 —Insured Deposits and Premiums 

Deposits insured by the Corporation, on the basis of 
returns received from member institutions as described 
in Note 2, Premium Revenue, as at April 30, 2001 and 
2000, were as follows: 


2001 : 2000 
i gpa ei = ra a 
bee Saag : - ae eae : eee S fe 7 
Provincial Institutions 2 3 2 
Total | $339 : $327 


Under CDIC’s differential premiums by-law, members are 
classified into four different categories based on a system 
that scores them according to a number of criteria or factors. 
The premium rates in effect for 2001 are 1/24 of 1 per cent 
of insured deposits for members in category 1, 1/12 of 

1 per cent for category 2, 1/6 of 1 per cent for category 3 
and 1/3 of 1 per cent for members in category 4. By way 
of comparison the premium rates in effect for 2001 were 
the same as 2000 with the exception of the rate for members 
in category 4 for which the rate in 2000 was 1/6 of 1 per cent 


of insured deposits. 
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12 — Contingent Liabilities 

The Corporation is involved in a number of judicial actions 
that have arisen in the normal course of operations. In the 
opinion of the Corporation, none of these, individually or 
in the aggregate, would result in liabilities that would 
have a significant adverse effect on the financial position 
of the Corporation. However, the final outcome with respect 
to claims and legal proceedings pending at March 31, 2002 
cannot be predicted with certainty. Accordingly, the impact 
of any matter will be reflected in the period in which the 
matter becomes determinable. 


13 — Operating Leases 
The aggregate minimum rent payments (exclusive of 
other occupancy costs) for the Corporation’s operating 


leases in effect as at March 31, 2002 are as follows: 


Year Amount 
(in thousands of dollars) 
Omer inert a a 
2004 983 
2005 983 
2006 1,024 
2007 : 1,074 
2008-2012 | 4,262 
Total | $9,309 


14 — Comparative Figures 
Certain of the 2001 figures have been reclassified to 
conform to the presentation adopted for 2002. 


Glossary 


Basic Coverage: CDIC insures eligible deposits in the 
name of the same person at a member institution up to 
$60,000, including principal and interest. Separate coverage 
is provided for other eligible deposits in joint and trust 
accounts, RRSPs, RRIFs and mortgage tax accounts. 
(“Couverture de base”) 


Brokered Deposits: Retail deposits raised through brokers 
or agents, who receive a fee or a commission for their serv- 


ices. (“Dépots de courtier”) 


CDIC Membership Sign: A red and white sign that CDIC 
members must display at all their branches or places of 
business, indicating that the institution is a member and 
displaying the toll-free number for CDIC’s information 
line. (“Signe d’adhésion a la SADC”) 


Credit Enhancement Fee: A special fee CDIC may be 
required to pay to the government pursuant to the 
Canada Deposit Insurance Corporation Act should CDIC 
have to borrow funds from either the private markets or 
government. (“Droits de renforcement du crédit”) 


Demand Deposit: A deposit that can be withdrawn at any 
time, and which has no fixed maturity date. Contrast with 


a “term deposit.” (“Dépdt a vue”) 


Deposit: As defined in the Canada Deposit Insurance 
Corporation Act, a deposit is the unpaid balance of money 
received or held by a CDIC member institution from or 
on behalf of a person in the usual course of deposit-taking 


business for which the member: 


(a) is obliged to give credit to that person’s account or is 
required to issue an instrument for which the member 


is primarily liable, and 


(b) is obliged to repay on a fixed day or on demand by 
that person or within a specified period of time fol- 
lowing demand by that person, including any inter- 
est that has accrued or which is payable to that 
person. (“Depot”) 


Deposit Register: A list of deposit products offered by a 
member institution that have been confirmed by CDIC 
as being eligible for CDIC deposit insurance. Member 
institutions must provide a copy of this register to con- 


sumers, if requested. (“Répertoire des dépéts assurables”) 


Deposits Held in Registered Plans: Eligible deposits held 
in Registered Retirement Savings Plans (RRSPs) or 
Registered Retirement Income Funds (RRIFs) are insured 
separately from other eligible deposits held in the name 
of the same person at a member institution. Eligible 
deposits in Registered Education Savings Plans (RESPs) 
will only receive separate insurance protection if they 
qualify as trust deposits. (“Dépots placés dans des régimes 
enregistres”) 


Eligible Deposits: Deposits that are eligible for CDIC 
insurance under the Canada Deposit Insurance 
Corporation Act. Also called “insurable deposits.” 
(“Dépéts assurables”) 


Ex officio: Holding a second position or office by virtue 
of being appointed to a first. For example, when individuals 
are appointed to certain senior government positions 
(Governor of the Bank of Canada, Superintendent or 
Deputy Superintendent of Financial Institutions, Deputy 
Minister of Finance or Commissioner of the Financial 
Consumer Agency of Canada), they automatically become 
members of CDIC’s Board of Directors, and continue as 
directors as long as they hold those positions. (“ Nommé (ou 
membre) d’office”) 


Canada Deposit Insurance Corporation 


Failure Resolution: The process of arranging the orderly 
resolution of the business and affairs of a failed member, 
either as a going-concern solution or as a winding up. 


(“Réglement des faillites”) 


Federal Member: A federally incorporated financial 
institution that is a member of CDIC. See “provincial 


member.” (“Institution membre fédérale”) 


Guide to Intervention for Federal Financial Institutions: 
This document, developed by OSFI and CDIC, outlines the 
intervention steps that may be taken when a federally regu- 
lated financial institution or CDIC member is experiencing 
problems. It describes the coordination mechanisms in place 
between OSFI and CDIC, summarizes the circumstances 
under which certain intervention measures may be taken 
and defines a graduated and progressive set of responses, 
based on the institution’s particular circumstances. (“Guide 
en matiere d’intervention a l’intention des institutions 


financieres fédérales” ) 


Joint Deposit: A deposit jointly held by two or more 
owners, all of whom are identified on the records of the 
member institution holding the deposit as having an 
interest in the deposit. (“Dépdt en commun”) 


Member Institution: A bank, trust company, loan company 
or an association governed by the Co-operative Credit 
Associations Act that has applied for and been granted 
CDIC membership. (“Institution membre”) 


Payout: The process undertaken by CDIC to make deposit 
insurance payments to the insured depositors of a failed 

member institution. CDIC may make a payment of deposit 
insurance in one of two ways — (1) by issuing cheques to 
insured depositors; and/or (2) by providing insured depositors 
with new demand deposits at another member institution. 


(“Remboursement des dép6ts assurés”) 


Premiums: The amount that is payable to CDIC by a mem- 
ber institution for deposit insurance coverage. It is calculated 
annually as a percentage of the total eligible insured deposits 
that are held by the institution as of April 30. CDIC has a 
differential premiums system in which institutions are 
classified in one of four premium categories. Institutions 
classified in the best premium category pay the lowest 
premiums. (“Primes”) 


Provincial Member: A provincially incorporated financial 
institution that is a member of CDIC. See “federal member.” 
(“Institution membre provinciale”) 


Regulatory Capital: Capital designed to provide a cushion 
to absorb unexpected losses and thus offer a measure of 
protection to depositors and other creditors in the event 
of the failure of a financial institution. The 1988 Basel 
Capital Accord, agreed to by the G-10 supervisory author- 
ities, sets out a framework for measuring capital adequacy 
and the minimum capital ratios to be achieved, which were 
implemented at the individual supervisory level. The Accord 
maintains a minimum risk-based requirement of 8 per cent 
but OSFI has established a target level of 10 per cent for 
federally regulated deposit-taking institutions. (“Capital 
réglementaire” ) 


Retail Deposit: For CDIC purposes, deposits of less than 
$150,000. (“Dépat de detail”) 


Separate Coverage: The insurance protection that is avail- 
able to eligible deposits held jointly or in trust, or in RRSPs, 
RRIFs or mortgage tax accounts. See “basic coverage.” 


(“Assurance distincte”’) 


Term Deposit: A deposit for a fixed length of time. 
Contrast with “demand deposit.” (“Dépdt a terme”) 


Wholesale Deposit: For CDIC purposes, deposits of 
$150,000 or more. (“Dépots de gros”) 
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